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Examination of the official figures published in the Canal Record 
shows that the total cargo tonnage passing through the Panama 
Canal during the thirteen months from August, 1914, to August, 
1915, inclusive, amounted to 6,250,598 tons. This was a small busi- 
ness compared with that anticipated, nor does the diversion of 
transcontinental freight from rail to water lines appear to have @ 
been considerable.’ Yet the opening of the Canal has produced 
certain important effects upon transcontinental railway rates which 
it is the purpose of this paper to describe. 

In a general way, the peculiarities of the transcontinental rate 
system are widely known. It is built upon three prime assump- 


t One of the large transcontinental carriers reports comparative figures of east- 
bound business to transcontinental groups in 1914 and 1915 as follows: 








Transcontinental Traffic Destined to (Tons) (Tons) 





Points west of the Mississippi, but not 
including New Orleans. 619,782 660,234 
Points east of the Mississippi, includ- 
ing New Orleans, but not including 
the Atlantic seaboard 476,526 453,698 
Atlantic seaboard 372,783 348,399 


1,469,001 1,462,331 














(Footnote continued on page 954.) 
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tions: one, that effective water competition exists between the 
Pacific and the Atlantic seaboards of the United States; the next, 
that the force of market competition between the great cities of 
the East justifies a rate from Chicago and the Middle West no 
greater than that which is quoted from the Atlantic seaboard to 
Pacific terminals; and the last, that interior points in the far west- 
ern states are entitled to no better rates direct from the East by 
rail than they can secure by water from coast to coast, with the 
addition of a rail haulinland. Rates to the Pacific Coast based on 
these principles have been fairly low, and where the system has 
been carried out logically, rates to interior points have been made 
by combination of terminal rates with the local rate from the 
Pacific Coast inland. In 1910, for instance, the rate from New 
York to Sacramento was $3.00 per 100 pounds, first class. The 
rate from Sacramento to Reno, Nevada, was $1.29, and the rate 
from New York to Reno, intermediate and on the direct line from 
New York to Sacramento, was $4. 29. 

In course of time this system has received certain modifications. 
In many instances less than the local back has been added to the 
terminal rate to make the rate to an intermediate destination. 
The Interstate Commerce Commission found in 1909 that about 
® 16 per cent of the rates to Spokane were the same as the terminal 
rates to Seattle, 70 per cent were greater by some sum less than the 


Other evidence recently submitted to the Interstate Commerce Commission shows 
losses in the westbound business of the Sunset-Gulf route in 1915 as compared with 
1914 as follows: 














: | 1914 I9rs 
Article | (Tons) (Tons) 
Iron or steel 
idl cne  te@ aiacae mice shee 2,207 858 
Wire fencing, nails, etc.......... 3,239 964 
| EP ae 734 125 
OME. «6 ccccecscoeses ‘| 5,166 1,211 
Oilcloth, linoleum, etc............. A. oar 
PE orenkccccennanceyed 299 171 
a Lewd eeconeesecesesccess 1,904 797 
Wire and wire goods............... 806 161 





Yet the business of the sea routes was greater in 1915 than in 1914 in the case of 
only four of the articles listed above—namely, iron pipe, plates and sheets, oilcloth, 
and canned goods. 
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local, and 14 per cent only were built precisely upon the local. A 
still more important development has been the multiplication of 
terminal points, and the quotation of a number of rates indifferently 
to and from terminal and intermediate points, in order to allow 
interior shippers to get their goods to and from eastern markets 
in competition with coast towns. These modifications have relieved 
interior cities of some of the apparent hardships under which they 
have suffered, but they have provoked attack from those who see 
in them cases of arbitrary discrimination, as well as from persons 
who are dissatisfied with the underlying principles involved. 

One of the earliest complaints of the transcontinental rate 
adjustment was made by the city of Spokane in 1892. It was in 
a case later brought by the same sturdy inland town that the Com- 
mission finally attempted to establish a consistent relation between 
rates from eastern points to Pacific seaboard cities and rates to 
towns in the western mountain districts. The essence of the 
Spokane decision was the holding that only real and effective water 
competition could justify a lower rate from the East to a Pacific 
terminal than to an intermediate point, and that even where such 
competition existed, a conservative measure of its influence should 
be enforced. The Commission here brushed aside the plea of 
market competition, as applied to the Middle West, and, dividing 
the country into five zones, numbered from west to east, the fourth 
zone including New York and the fifth the southeastern section of 
the United States, it declared that rates from the first four of these 
zones to intermediate western points should not exceed rates to 
Pacific terminals by more than the percentages of 0, 7, 15, and 25 
per cent. That is to say, rates from Colorado to Reno must not 
exceed those to San Francisco; rates from New York to Reno 
might be 25 per cent greater than rates from New York to San 
Francisco, and rates from points between the Colorado and the 
New York zones might be 7 or 15 per cent greater to Reno than to 
San Francisco, as the case might be. No order was made relating 
to zone five. 

This decision became law in June, 1914, just before the opening 
of the Panama Canal. The westbound tariff 1-N, effective Novem- 
ber 15, 1914, contained the necessary readjustment of rates. The 
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carriers at this time, while reducing rates to intermediate points, 
yet advanced more of the terminal rates than they cut down. They 
even canceled a number of commodity rates for less than carload 
lots, and applied class rates, in the expectation that some increase 
in revenue would result. Thoroughly alarmed, nevertheless, lest 
the competition of the Canal should deprive them altogether of the 
carriage of certain important articles, or cause ruinous and unneces- 
sary sacrifices in earnings at intermediate points, the railroads 
asked the Commission to postpone the date on which its ruling 
should take effect until January 1, 1915, in respect to a list of goods 
designated as Schedule C, and then later requested that the ruling 
be permanently suspended so far as these articles were concerned. 
Schedule C contained generally goods most likely to move by water: 
canned goods, coal, dry goods, hardware, iron and steel, oil, paint, 
paper, and the like. The railroads alleged that the water carriers, 
since the opening of the Canal, had materially reduced their rates, 
shortened the time for transportation, increased the frequency of 
their sailings, and added both to their tonnage capacity and to the 
actual tonnage obtained. The railroads therefore desired per- 
mission to cut rates to terminal cities without reducing those to 
intermediate points. 

It is undeniable that there was force in the argument as it was 
presented at this time. A great commercial advantage, applying 
to one class of cities and not to another, was clamoring for recogni- 
tion. The Canal had cut the distance between New York and 
San Francisco more than 50 per cent. It had made reductions in 
water rates possible. It had improved service. Why should not 
its effects be recognized? And if this be conceded, what sound 
reason was there for preventing the railroads from meeting the 
rates charged by water? If it was argued that competition with 
the Canal, a government enterprise, should not be encouraged, it 
could be recalled that the Pacific railroads themselves were, in a 
measure, government enterprises. If the proposed low railroad 
rates to terminals were thought of as unremunerative, it could be 
shown that they covered out-of-pocket cost. Not even the belief 
that the entrance of the railroads into the competition at the ter- 
minal point made the permanence of the low competitive rate and 
the continuance of the discrimination against the interior point 














THE PANAMA CANAL AND RAILROAD RATES 957 


more likely, had much weight in the case of seacoast cities so well 
served by vessels as San Francisco and San Diego. 

Moved by these considerations, the Commission authorized the 
transcontinental carriers to reduce rates to Pacific terminals in 
competition with the Canal, and to charge rates to intermediate 
points which should not conform to the limits of 0, 7, 15, and 25 
per cent laid down before. It imposed, however, three limitations 
upon its permission: 

1. Relief was granted only on low-grade commodities named, 
including such articles as canned goods, hardware, dry goods, oil, 
paper, and the like, and only on goods which did not pay from the 
Missouri River a rate exceeding 75 cents per 100 pounds by the 
carload, or $1.50 or $1.25 per 100 pounds in less than carload lots, 
according as the articles were rated first and second class, or third 
class and lower. 

2. Relief was granted only on shipments to points at which the 
Atlantic-Pacific steamboats delivered their freight. On the Pacific 
side these points were San Diego, Wilmington, East Wilmington, 
San Pedro, East San Pedro, San Francisco, and Oakland, Califor- 
nia; Portland and Astoria, Oregon, Tacoma, Seattle, Aberdeen, 
Hoquiam, Cosmopolis, Everett, Bellingham, and South Bellingham, 
Washington; and Vancouver, British Columbia. 

These two limitations were strictly in line with the rulings of 
the Commission in earlier cases. 

3. The third matter had reference to rates to the interior. The 
Commission divided interior cities into two groups. 

The first group included cities so far removed from terminals 
that the combination on a terminal was not likely to make lower 
than the direct rate. To these cities, it will be remembered, the 
7, 15, and 25 per cent rates applied. The Commission now pro- 
posed the use of fixed arbitraries of 15 cents, 25 cents, and 35 cents, 
instead of percentage relations. To show the difference in prac- 
tice, an example will suffice. The old rate on canned goods from 
New York to San Francisco was go cents per 100 pounds. Under 
the ruling of the Commission, carriers were entitled to charge 25 
per cent more to Reno from New York than to San Francisco from 
New York, or a rate of 112.5 cents, and an excess over the terminal 
rate of 22.5 cents. The carriers desired the privilege of reducing 
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the go-cent rate to 75 cents without affecting the intermediate rate. 
But the Commission said no—if the through rate fell to 75 cents, 
it was of the opinion that the intermediate rate should come down 
too, and be made by adding an arbitrary of 35 cents to the terminal 
of 75 cents, or a total of 110 cents. Under the carriers’ plan the 
difference between terminal and intermediate rate would have 
increased from 22.5 cents to 37.5 cents. Under the Commission’s 
rule the difference could not exceed 35 cents. This was better for 
the carriers, it is true, than the construction of the intermediate rate 
by the addition of 25 per cent of the new terminal, which would have 
yielded 93.75 cents, but gavea lowerrevenue than thecarriers desired. 
The second group was composed of towns which normally used 
rates made by combination on the terminals, to which the Com- 
mission applied the name of “‘back-haul territory.” These towns, 
said the Commission, were affected by the competition of Ccast 
terminal cities to a greater degree than were points farther east. 
There was ground for contending that for this reason they were 
entitled to a different basis of rate making, which would enable 
them in some degree to compete with Coast cities. In terms of 
rates, the Commission held that it would be proper to make rates 
to back-haul points by adding to the full rates to the terminals, 
arbitraries varying with distance, but not exceeding 75 per cent 
of the local rate from the nearest terminal, the aggregate not to 
exceed the maximum prescribed from intermediate points. This 
improved somewhat the position of towns relatively far from the 
Pacific terminals, but probably will have but slight effect so far 
as the others are concerned. 
“ It thus appears that the opening of the Canal had three results: 
(x) a considerable reduction in railroad rates; the rate on canned 
goods, westbound, fell from 80 cents and go cents to 75 cents; that on 
dry goods from $1.00 and $1.10, carload lot, to go cents; that on 
bar iron from 80 cents to 55 cents, and so on down the line; (2) a 
reduction in the number of terminal points from the 182 named in 
the San Jose complaint to 18; (3) a limitation upon the rates to 
intermediate points designed, by and large, to make the relation of 
rates correspond more closely to the real facts of water competition. 
This meant, of course, a considerable improvement in the posi- 
tion of the cities which retained terminal rates. San Francisco, 
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in particular, is jubilant. There is some question, moreover, 
whether the new westbound rates will prove sufficiently low to hold 
much of the terminal business from the water; and, unless they do, 
further reductions are likely to occur. Indeed, the carriers are 
already applying to the Interstate Commerce Commission for per- 
mission to make further reductions—an application which is being 
vigorously resisted by the water lines. It may also be observed 
that the westbound rates are higher than rates quoted eastbound 
on a certain number of articles since the Canal opened. In March, 
1915, the Interstate Commerce Commission granted to the Southern 
Pacific permission to reduce eastbound rates on asphaltum, barley, 
beans, and canned goods from San Francisco, San Pedro, and 
Wilmington to Atlantic Coast ports to 40 cents per 100 pounds. 
The previous rates had been as follows: asphaltum, 50 cents; 
barley, 70 cents; beans, 85 cents; canned goods other than salmon, 
85 cents; canned salmon, 70 cents. A high minimum carload of 
80,000 pounds was provided, and rates to intermediate western 
points were made by combination of the local with the rate to 
the port. Subsequently the Transcontinental Freight Bureau 
published rates to Chicago on the same articles, except barley, 
which ranged from 50 cents on asphaltum to 75 cents on beans. 
There is nothing in the westbound tariff which can be compared 
with the 40-cent rate except the rate on coal. Yet not even the 
eastbound rates approach what good authorities believe are pos- 
sible upon the sea. Professor Hutchinson estimates that a 3,000- 
ton 10-knot steamer can be run between San Francisco and New 
York at a cost of $3.51 per cargo ton, or 17.5 cents per 100 pounds. 
The Robert Dollar Company is reported to have contracted to 
carry a shipload of lumber from Vancouver, British Columbia, to 
Toronto, Ontario, for a freight charge of $6.00 per 1,000 feet, 
equivalent roughly to $3.60 per ton. It has been maintained that 
costs of operation as low as $2.00 per ton between San Francisco 
and New York are possible to modern freighters equipped with 
Diesel engines. 

On the other hand, it must, of course, be recognized that the 
rail carriers have peculiar advantages on their side. The first 
point usually alluded to is that of time. The Southern Pacific’s 
schedule time on fruit to New York is 16 or 17 days. On beans, I 
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am informed that the schedule calls for 13 days. The American- 
Hawaiian boats take 22 days. Shippers will certainly sometimes 
prefer quick service to a very considerable concession in rates, par- 
ticularly when the freight rate is small compared to the selling price 
of the goods. Yet the difference in the schedule times by rail and 
by water are slight, and steamers are not subject to the delays which 
may overtake all-rail shipments in the congested yards of Chicago 
and Buffalo, or in the occasionally snowbound, flood-swept territory 
of the Middle and Far West. One month with another, it would 
be unsafe to expect shipments of miscellaneous merchandise from 
the East by rail in less than three weeks, and they often take five 
weeks or longer. This is not so good a service as that given by 
the boat. 

Other advantages of the rail route are the fewer handlings which 
the freight receives, the convenience of spur and industrial track 
facilities, the possibility of diversion after the freight has left the 
point of origin, and the greater abundance of equipment for refrigera- 
tion. The bare partial enumeration of such matters is persuasive 
that some transcontinental traffic will move by rail independ- 
ent of the rate within wide limits. I strongly doubt, however, 
if this will be true of business both originating at, and destined 
to, seaboard towns. The battleground will be the interior of the 
continent, and the outcome will be influenced by decisions of the 
carriers upon large questions of railroad policy. Certainly no 
information is yet at hand which makes confident prediction on 
these points possible. 

Traffic via the Panama Canal has had the important result 
of making certain and obvious the truth of the assumptions of water 
competition upon which the transcontinental rate system rests. 
That system now seems likely to be permanent. At the same time 
the new business has promoted a more precise and accurate recogni- 
tion of the limitations of water competition, both in respect to com- 
modities and in respect to towns affected. This will tend toward 
stability in rate relations. It is apparent that the Pacific Coast 
has already realized some of the advantages incidental to the 
opening of the waterway, in spite of the abnormal conditions which 


have prevented full utilization of the Canal. 
STUART DAGGETT 
UNIVERSITY OF CALIFORNIA 




















A SETBACK FOR THE WATERWAYS MOVEMENT 


The waterways movement is at present meeting with serious 
opposition. A re-examination of certain projects heretofore gen- 
erally regarded as feasible and for which federal appropriations 
have already been made has resulted recently in two reports by 
United States army engineers recommending the entire cessation of 
work on improvements already partly completed. Other similar 
reports are expected in the near future. ‘The first of these adverse 
reports is for the Missouri River between Kansas City and St. 
Louis and the second for the Arkansas River in the state of 
Arkansas. The report of the district engineer in charge of 
the Missouri improvement, together with the public protests 
which the report has aroused, furnish material for an interesting 
chapter in the effort to restore water transportation in this 
country. 

The improvement of the Missouri River was first recommended 
by the engineers of the War Department in 1905; then, after re- 
examination by a special board, again in 1910. Originally, a sub- 
stantial depth was advocated, General Bixby urging a depth of 
12 feet as far up the river as Sioux City, lowa. A more conservative 
view prevailed, however, by 1912, when a Missouri River project 
was finally indorsed by Congress. The Rivers and Harbors act 
of July 25, 1912, provided for a 6-foot channel between Kansas 
City and St. Louis, the improvement to be completed in ten 
years at an estimated cost of $20,000,000. To date Congress has 
appropriated the sum of $7,250,000 of which over $6,000,000 has 
been expended on the improvement. 

The present controversy is the outgrowth of a provision in the 
River Improvement act of March 4, 1915.’ Sec. 14 of this act 
provided “that the following projects now under improvement 
shall be re-examined .... with a view to obtaining reports 


* H.R. 20189, 63d Cong. 3d sess. 
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whether the adopted projects shall be modified or the improvement 
abandoned”’: 

Inland Waterway from Norfolk to Beaufort Inlet, North Carolina. 

Cossa River, Georgia and Alabama. 

St. Lucie Inlet, Florida. 

Brazos River, Texas, from Old Washington to Waco. 

Red River, Louisiana, Arkansas, Texas, and Oklahoma. 

Ouachita River, Arkansas and Oklahoma. 

Tennessee River, Tennesee, Alabama, and Kentucky. 

Arkansas River, Arkansas. 

Fox River, Wisconsin. 

Missouri River, Missouri from Kansas City to mouth. 

Under authority of this act Lieutenant-Colonel Deakyne, 
district engineer in charge of the Missouri improvement, reported 
on April 22 (made public August 4) that in his view all further 
improvement of the Missouri River except the removal of snags 
in the present channel should be given up and the engineering 
machinery transferred at once to other works. The chief points 
made in this important report may be briefly summarized as 
follows: 

1. The improvement authorized in 1912 can be completed 
within the ten years allowed and at the cost of $20,000,000 as 
originally estimated. 

2. The annual cost of maintenance after the completion of the 
project will be $500,000. 

3. The annual interest charge at 3 per cent on the government’s 
investment will be $600,000, making in all a permanent annual 
charge of $1,100,000. 

4. The question of feasibility should be decided by a compari- 
son of the cost involved with the benefits derived. 

5. Protection of lands and amelioration of flood conditions are 
incidental benefits, but are not included in this analysis of benefits 
because they have not been recognized as proper objects of govern- 
ment expenditure on the Missouri. 

6. The commerce to be considered is present and prospective. 
The traffic in 1913 was 37,551 tons, the total freight charge on which 
was about $41,000. Since the water rates are 80 per cent of the 
published rail rates, the total saving to shippers was about $10,000. 
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7. The prospective commerce may be judged by comparison 
with a river that has been improved, for example, the Mississippi 
between the mouth of the Missouri and the mouth of the Ohio. 
The navigable depth here has been 6 feet or more during the entire 
navigation season of recent years. The commerce in 1913 was 
258,000 tons. 

It should be noted that this stretch of river is so situated as to draw com- 
merce from the improved stretches of the Mississippi above and below it as 
well as from the Ohio and the Missouri. It seems to me doubtful whether the 
Missouri with the same depth will carry any more. The Missouri River 
traffic would have to increase seven fold to equal that on the above section of 
the Mississippi, and would have to increase a hundred fold to reach a figure 
commensurate with the cost of the work. 

8. The potential competition forcing down rail rates might be 
considered an important point were it not for the fact that we have 
another means, in the Interstate Commerce Commission, of forcing 
down rail rates if they are too high. 

9. The territory to be served is not in need of additional trans- 
portation facilities, since the river is paralleled for a great part of 
the distance by railroads on both banks. 


The publication of this report caused a tremendous commotion 
in the Missouri Valley. The Commerical Club of Kansas City 
immediately sent telegrams to waterway supporters in all the 
principal cities in the Missouri and Mississippi valleys, to many of 
the congressmen in the states concerned, and to the officers and 
directors of the National Rivers and Harbors Congress at Wash- 
ington, calling a great conference at Kansas City for August 17. 
This conference was attended by over 200 delegates representing 
10 states and 48 cities. It was decided to make the fight for the 
Missouri a national fight, owing to the belief that the abandonment 
of this project would mean a serious defeat for waterway interests 
everywhere. It was charged that this unfavorable report was 
a part of a great conspiracy to prevent any further waterway 
improvements for the benefit of the railroads. An official protest 
was drawn up for submission to the permanent Board of Engineers 
for Rivers and Harbors at Washington. Separate protests were 
also sent by the individual commercial clubs and other interested 
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associations of the entire valley. These protests were accompanied 
by a request for a public hearing before the Board to be held at 
Kansas City on October 19. The request was of course granted. 

These hearings were continued for two days. A carefully 
arranged program had been prepared and testimony was submitted 
by scores of interested shippers and organizations from Chicago 
to Omaha and from there to New Orleans. The Kansas City 
interests submitted a comprehensive report of nearly two hundred 
pages setting forth in full the arguments and data in support of the 
improvement. The purpose of the testimony was to convince the 
Board of Engineers that the people of the valley are tremendously 
interested in river navigation and that if given half a chance they 
will “‘swamp the boat line” with freight, and that river navi- 
gation, and consequent cheap rates, are absolutely essential to the 
continuance of manufacturing industry in this section of the 
country. The highest estimates of traffic reached a total of 800,000 
tons annually when the depth of 6 feet throughout the navigation 
season is provided. 

There was a general feeling among the waterway adherents 
present at the hearings that the army board will probably uphold 
the Deakyne report, but that upon appeal to Congress author- 
ization for the completion of the improvement will readily be 
obtained. I am assured that every congressman in the entire 
Mississippi-Missouri Valley is lined up in favor of the project. 
It is quite possible, however, that a victory in Congress will not 
be easy at this time. The growing sentiment against pork-barrel 
appropriations, and the depleted condition of the national Treasury 
and the unusually pressing need for funds for other purposes 
impose serious obstacles to an appropriation that is condemned by 
the Board of Engineers for Rivers and Harbors. There appears 
to be evidence, indeed, in the terms of the River Improvement act 
of March 4 calling for these re-examinations of certain projects, 
of a real change of front with reference to waterway expenditures 
on the part of the administration. 


With this general survey of the situation before us, we may now 
turn to an analysis of the merits of the Missouri River project. 
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The economic aspects of the question are discussed to some extent 
in the Deakyne report, and the conclusion that the project is not 
feasible appears fully justified from the data there presented. A 
most thoroughgoing analysis of the problems seems warranted, 
however, in view of the far-reaching effects of either victory or 
defeat for this project on the waterways movement as a whole. 

The main reliance for traffic on the Missouri must be manu- 
factured commodities. It is true everywhere that agricultural 
produce, except under special conditions, cannot be shipped by 
water on account of the cost of transshipping from the railroads. 
This appears to be recognized in Missouri, for the only farm produce 
mentioned as available for shipment by boat is that grown in the 
bottom lands along the river. There are no deposits of coal or 
ore along the river which can give rise to an enormous tonnage in 
bulky freight, generally conceded to be best adapted to the condi- 
tions of water transport. Accordingly, the success of the project 
is contingent almost wholly upon the savings that may be effected 
in the carrying of manufactured goods. 

It is to be observed in this connection that there is not a single 
river in the world that has developed a really extensive commerce 
in manufactures. In Europe where governmental control of rates 
can definitely direct the shipping of goods by rail or water as is 
deemed best, it is everywhere recognized that water transportation 
is adapted in the main only to heavy, bulky raw materials. Not 
over 5 or 10 per cent of the traffic at best is in manufactured goods. 
It is of interest to note, also, that the only river in the United 
States that has had any considerable traffic in recent years is the 
Ohio and that this has been mainly in coal originating along its 
tributaries in Pennsylvania. 

Turning now to the actual estimates of traffic that have been 
made, the shipping interests assured the army board that at least 
800,000 tons annually would eventually be shipped if the river were 
given a depth of 6 feet. This figure is arrived at in different ways. 
Over 700,000 tons have (supposedly) been pledged by Kansas 
City shippers. In the list making up this total, however, is a single 
item by a single company for 100,000 tons of hay. A second 
means of arriving at the probable tonnage employed by the Kansas 
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City interests is to assume that the river will get 10 per cent of the 
total traffic moving between Kansas City and St. Louis, the total 
being 8,000,000 tons annually. The St. Louis interests, however, 
presented figures showing that the total traffic of the region is 
about 3,000,000 tons; and they assume that the river will secure 
40 per cent of this, or 800,000 tons. It should be recalled that 
Colonel Deakyne’s estimate is a maximum of 258,000 tons. 

As a matter of fact, 3,000,000 tons measured the total traffic 
between Kansas City and St. Louis in both directions during the 
past fiscal year. Colonel Deakyne’s figures of $500,000 mainte- 
nance and $600,000 interest may be taken as a current basis for 
considering the economic feasibility of the project. The saving in 
‘1913 was about $10,000 on a traffic of 37,551 tons. At the same 
rate, the saving on 800,000 tons would be only about $200,000 
annually. To save $1,100,000, the amount of the annual mainte- 
nance and interest charges, would require more than 4,000,000 tons, 
or one-third more than the entire traffic passing between Kansas 
City and St. Louis. Thus, at the present water rates, even if the 
waterway should succeed in taking all the traffic away from the rail- 
roads it would still be insufficient to meet the annual charges in- 
curred by the government. 

But, the question may be raised, would not the development 
of an extensive traffic permit much lower water rates than those 
quoted at present, and hence effect the saving necessary to render 
the project feasible? A study of the present costs by rail and water 
will answer this query. The traffic on the river at present is 
carried mainly by the Kansas City Missouri River Navigation 
Company, which was organized three years ago in Kansas City. 
It has a capital stock of $1,200,000 of which over $1,000,00 has 
been paid in and $750,000 expended. It has 15 vessels of up-to-date 
design, some of them with a carrying capacity up to 600 tons. 
Evidence submitted indicated that the company has been efficiently 
handled, that it has enjoyed a fairly steady patronage, and that the 
present obstacles in the way of navigation on the river are not 
serious except at certain seasons. The rates quoted by the com- 
pany are 20 per cent less than the published rail rates, and the 
water rates provide for delivery to elevators or on board cars, 
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including a certain maximum for absorption of switching at Kansas 
City. Up to date, however, these rates have not proved adequate 
to cover running expenses. In 1912 the operating deficit was 
$37,000; in 1913, $42,000; and in 1914, $40,000. There is certain 
to be a substantial deficit this year even though the traffic hasbeen 
larger than heretofore and the conditions of navigation much 
improved. These deficits were incurred in the moving of less than 
30,000 tons of freight. The actual rates charged average about 
$1.10aton. Tocover this operating deficit, with the present traffic, 
would require therefore, more than double the present rates, or 
approximately $2.25 per ton. The present rail rates are around 
$1.30 per ton, that is, 20 per cent above the quoted water rates. 

But this is not the whole story. The deficits noted above are 
operating deficits only, that is, they are exclusive of interest and 
profit on the capital invested in the boat company. At 6 per cent 
on the $1,000,000 of paid-up capital the deficit on this account 
amounts to $60,000 per year. This is in itself a charge against the 
present traffic of more than $2.00 a ton. In addition to these 
indirect charges are others due to expenditures for terminal facilities 
at shipping-points all along the river. It is apparent, therefore, 
that at present the inclusive cost of transportation on the river 
is something like $4. 25 per ton, exclusive of all government expenses 
for maintenance and interest charges.‘ The present rail rates are 
only about one-third this amount. It appears altogether improb- 
able in view of these figures that even with a traffic of 800,000 tons 
a year these inclusive charges could be reduced below the present 
railrates. In fact, the manager of the boat company does not state 
that more than the operating deficit can be eliminated. 

It is a commentary on the business acumen of the shipping 
interests of the Missouri Valley that they fail to see this situation 
in its true light. One can understand why they should feel that 
any outlays of the federal government in improving the river should 
not be considered in counting the cost, but it is difficult to see why 

t The $1,100,000 annual maintenance charges of the government apportioned over 
the present traffic of 37,000 tons equals $30.00 a ton; if 800,000 tons should be de- 
veloped the charge on this account would be about $1.30, or approximately that of 


the present inclusive rail rates. If Colonel Deakyne’s estimate of 258,000 tons prove 
correct this charge would be over $4.00 per ton. 
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they should fail to include as a necessary charge against the traffic 
shipped by water a return on their own capital investment in 
the boat company. The only explanation seems to be that the 
prevalent hostility to certain railroad practices coupled with the 
waterway sentiment that has been developed by years of incessant 
agitation has for the present suspended in this connection the 
usual standard of business sense in the community. 

With reference to aid from the federal government in the 
improvement of the river itself, the people of Kansas City feel that 
they are entitled to it even if the traffic is not adequate to cover 
the government’s outlays. They insist that the (nominal) reduc- 
tion in freight rates of 20 per cent measures the difference between 
success and ruin for the manufacturing interests of the valley. 
They feel that the opening of the Panama canal and the consequent 
lowering of transcontinental rail rates has placed this interior 
region at a serious disadvantage from which escape can be had only 
by means of low water rates. They insist that it is the duty of the 
government to give them this aid, since it was the government’s 
action which placed them in this present unfavorable position. 
Without undertaking a discussion of the problems of national 
policy here raised, it may be observed that the notion that if the 
federal government improves this waterway it costs the shippers 
along the Missouri nothing, is quite erroneous. The waterway 
advocates are disposed, as already indicated, to make the Missouri 
River fight a general waterways fight. Thus while the rest of the 
country, through federal taxation, is supporting the Missouri 
River improvement, the people of Missouri will in turn be con- 
tributing to the support of waterways in North Carolina, Texas, 
California, and elsewhere, and thus in the end be really paying in the 
main for their own waterway. There is of course some chance of 
gain here at the expense of other sections, but in view of the well- 
known compensatory system whereby the regions that have no 
waterways to improve procure post-offices and other public build- 
ings instead, the balance is fairly well maintained. It is to be 
observed, however, that shippers, as distinguished from the rest 
of the community, may reap an advantage in view of the fact that 
federal taxes fall on shippers and non-shippers alike. 
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Another question closely related to the one we have just been 
discussing is the probable effect of a diversion of traffic from the 
railroads to the river upon rail rates and upon the cost of trans- 
portation as a whole. The shippers of Kansas City argue that the 
opening of the Panama Canal has compelled the railroads to lower 
their transcontinental freight charges and that they will endeavor 
to recoup their losses by raising interior rates.‘ Accordingly 
a resort to the river appears to them imperative. But will the 
diversion of traffic to the river on the whole give relief? There 
appears to be no good reason why the railroads could not do in this 
case quite as well as in the case of the transcontinental traffic— 
make good the loss of revenue by raising the rates on other freight, 
on such as is not adapted to water transportation, or even by raising 
passenger rates.2_ The alternative is for the railroad to pocket the 
losses so far as this diversion of trafficis concerned. With reference 
to this possibility it is important to recall that the government 
has of late been recognizing that railroads are entitled to remuner- 
ative rates for the business as a whole, and that it is not improbable 
that the roads of this region would have to be permitted a hori- 
zontal increase in rates in the event of a considerable diversion of 
traffic to the river. Some of the railways in this section are fairly 
prosperous, but others are on the rocks. 

A final problem with reference to the improvement of the 
Missouri River is that of conservation. While the appropriation 
for deepening the river was authorized with transportation pri- 
marily, if not solely, in mind, now that the adherents of the project 
have been placed on the defensive they are endeavoring to make 
much of the incidental benefits from the prevention of floods and 
the reclamation of bottom lands. The engineers admit that a 
depth of 6 feet would be of some service in controlling the flow of 
the river. It ought to be clear, however, from the foregoing 

t No evidence is given to show that the rates of the Missouri Valley region have 
in fact been raised as yet. 

2 The writer does not believe that the current notion that the railroads can easily 
recoup losses at one point by raising rates elsewhere is in general sound. The rates 
elsewhere are already likely to be adjusted in most cases at the point of maximum 


returns. But if the argument discussed above holds true in one case it would as likely 
prove true in the other. 
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analysis of the transportation aspects of the problem that rivers 
like the Missouri should be considered primarily from the stand- 
point of flood prevention rather than from that of navigation. 
The advocates of waterways practically always put transportation 
first and reclamation of riparian lands as secondary or incidental 
benefits. Placing the strictly conservation aspects of the problem 
of river improvements first and transportation as incidental would 
usually secure much better results. It is perhaps needless to add 
that when flood control is the main consideration, the problems of 
engineering involved may be radically different from those where 
improvement of navigation is the chief end in view. 


H. G. Movutton 


UNIVERSITY OF CHICAGO 




















RECENT TENDENCIES IN THE REFORM OF FOREST 
TAXATION 


Upon the general principles of forest and timber-land taxation 
students of public finance in the United States have reached sub- 
stantial agreement. The formulations, however, of concrete pro- 
posals for tax reform have varied greatly in both scope and method. 
The ends to be achieved avowed by the few states which have 
recently revised their forest taxation laws have been: first, dis- 
tributive justice or equality of burden upon different types of 
wealth; secondly, encouragement of constructive forestry by 
private enterprise. The methods which have been employed 
to reach these ends have been: total exemption of timber from 
taxation for a fixed statutory period, e.g., New York; rebate of a 
percentage of the taxes assessed, e.g., New Hampshire; bounty 
on growing timber, e.g., Pennsylvania; assessment of an annual 
tax on the value of the land exclusive of the timber, associated with 
an income tax on the final yield, payable when the timber is cut, 
e.g., Connecticut and Vermont; annual assessment on the combined 
value of the land and the timber, at a valuation not subject to 
subsequent increase, combined with a final-yield tax, e.g., Iowa, 
Michigan, and. Massachusetts. In none of these states, however, 
has standing timber constituted more than a small proportion of 
the taxable wealth. Nor have any of them seriously considered 
the revision of the taxation of virgin, as contrasted with growing, 
timber. 

To the attainment of either of the purposes of reform the general 
property tax has proven unspeakably inadequate. In truth, the 
inequities incident to the ad valorem taxation of timber are yet 
more conspicuous perhaps than any of the many other anomalies 
of American public finance. That in 32 of the 48 states private 
property in timber, whether mature or immature, is still subject to 
the unmodified general property tax is evidence, not of the absence 
of an insistent national economic problem, but of the lethargic 
inertia of American legislatures and of American public indifference. 
971 
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The writer, in order to determine the recent progress in advanced 
public sentiment as well as in actual legislation on forest taxation, 
has corresponded with the tax commission and the forestry depart- 
ment of each of the several states and has consulted numerous 
representative lumbermen and timber owners." From the data thus 
available certain perhaps not uninteresting generalizations have 
been derived on a subject not often discussed in economic literature. 


DISTRIBUTIVE JUSTICE 


Timber lands are in theory heavily overtaxed, in comparison 
with other types of wealth or even with other real property, 
itself notoriously overburdened in practice under the general prop- 
erty tax. Where overtaxation does not exist, its absence has been 
due in practice to the excessive undervaluation of the forests. 
The annual ad valorem tax on timber is peculiarly inequitable 
because the period of financial rotation of a forest crop does not 
coincide with the periodicity of the tax. The money-income- 
producing period of forestry enterprise is not one year but often 
50 years or more. In this essential respect standing timber is 
distinct from other kinds of wealth, for example farm lands, 
which yield an income convertible into money at periods of not 
more than one year. An annual tax is nevertheless levied under 
the general property tax in the case of timber lands, upon the 
capital value of the land itself plus the value of each successive 
annual increment of forest growth (or in the case of virgin timber 
the annual value increment due to the increasing relative scarcity 
of such timber) compounded to the time of maturity or of cutting. 
To cite a familiar example: One acre of farm land may be assessed 
at $100. This amount represents the capitalized value of its 
estimated crop-producing capacity or the present value of the 
sum of expected future incomes. The annual crop of say $5 gross 
value is each year separated from the soil. Unless this “‘income”’ 
be transmuted into a form of taxable property, e.g., sheds or more 
land, it regularly in practice escapes taxation in the United States 


t This investigation was undertaken as a part of a more comprehensive study of 
“The Organization of the Lumber Industry” in the United States. A book by the 
writer under the above title is now on the press of the American Lumberman, Chicago, 

















TENDENCIES IN THE REFORM OF FOREST TAXATION 973 


however taxable in theory it may be. Other things being equal, 
this acre of land at the end of 50 years is still taxed on a valuation 
of $100. Meanwhile the owner has regularly utilized the successive 
annual crops without taxation. 

Ten acres of forest land on the other hand may be assessed 
at $100 ($10 per acre). This amount also represents the capitalized 
value of its estimated crop-producing capacity, or the sum of 
expected future incomes discounted to the present. The value 
of the land plus the timber at the end of 50 years may be $1,200, 
or the value of the timber alone $1,100. This case then represents 
an income accumulating at compound interest for 50 years at the 
rate of about 5 per cent per annum. At the end of 14 years the 
value of the 10 acres of timber (land+timber) is $200, or the present 
value of the $1,200 total value of the income expected 36 years 
hence; at the end of 28 years $400; of 42 years $800; of 50 years 
$1,200. Thus at the end of 42 years the 10 acres of timber land 
are assessed theoretically at $800, the 1 acre of farm land at $100. 
Yet the incomes from both are presumed to be of equal value; 
else the capitalization of the value of the two incomes would differ 
and the value of the 1 acre of farm land which is but the value of 
the income capitalized would not have been equal to the value of 
the ro acres of forest land. 


ENCOURAGEMENT OF CONSTRUCTIVE FORESTRY 


Were valuations for taxation made at 100 per cent, timber land 
in most of the states would be, as compared to farm land, which is 
itself inequitably burdened, many fold overtaxed. The recent 
public clamor throughout the South and the Pacific Northwest 
for a truer assessment of the value of standing timber becomes 
therefore of much significance.t Because of relative overtaxation 
timber-holding in New England and the northeastern states 
has been markedly discouraged. For example, the effort to secure 
relief in New Hampshire in 1913 by an amendment of the state 
constitution providing for classification was defeated mainly 


* This has been an echo of the outburst starting about 1906 against the so-called 
“lumber trust.” It is undoubtedly true that timber owners have been to an excep- 
tional degree in many states the beneficiaries of lax administration of the tax laws. 
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through the efforts of large wood-using corporations interested 
in the purchase of timber at low prices from heavily taxed owners. 
The pressure due to unscientific taxation has been a much stronger 
influence in determining the policy of timber-owners in the eastern 
states and in the Great Lakes region than it has been in the southern 
pine belt or in the Pacific Northwest. The definite recent tendency 
however toward a truer valuation of timber for purposes of taxation 
points to an increasingly serious situation in the South and West. 

The taxing power, in the opinion of Professor Fred R. Fairchild, 
can best be used to promote the interests of forestry by private 
enterprise through the medium of an income tax on the value of 
the gross yield at the time of cutting. To students of forest 
taxation the income principle has been in fact generally acceptable 
as both sound in theory and practicable as an instrument of actual 
reform in the taxation of growing forests. As applied to young 
growth, an annual tax on the value of the land alone, combined 
with an income tax on the value of the timber alone when cut, 
presents no apparently insurmountable administrative difficulties. 
It relieves the timber-owner of increasing taxes while he is as yet 
receiving no money income. This principle has been incorporated 
in recent legislation in New York, Connecticut, Vermont, and 
other states. It has lately been adopted in Massachusetts, where 
‘‘wild or forest land” is now subject to classification for taxation. 
It has been warmly advocated in North Carolina, Wisconsin, and 
Ohio. In 16 states relief in varying degrees has been extended 
to owners of growing timber by exemption from taxation for a 
period, by deferring the tax until time of cutting, or by bounties. 

In none of these 16 states, however, is the question of the possible 
fiscal embarrassment or the inadequacy of revenue arising as a 
consequence of these relief measures of much practical importance. 
These acts refer only to growing timber, which constitutes but a 
small proportion of the taxable property within the states. In all 


* Proceedings of National Tax Association, 1908, pp. 73 ff.; 1912, pp. 371-93: 
*T do not wish to minimize the importance of also devising the best possible method of 
taxing mature merchantable timber. This I regard, however, as a somewhat distinct 
problem and a less serious one”’ (p. 373). The present writer is unable to subscribe 
to this estimate of the comparative practical importance of the taxation of virgin 
timber, in view of forest conditions prevailing in the United States. 
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the states virgin timber is still subject to the unmodified general 
property tax. It is in this connection that the use of the taxing 
power for social purposes other than purely fiscal deserves special 
consideration. The conservative utilization of the virgin timber 
is now of as great public interest as is the encouragement of refor- 
estation. The solution of our forest problem depends as much 
upon the maintenance of a sound policy toward the use of the 
present supply of virgin timber as upon the creation of a new supply 
by constructive forestry methods. The present supply must 
tide over the demand until a new constructive scheme of forest 
production has been established in this country. 

The taxing power is the only means available to government 
of influencing the policy of timber-owners short of direct govern- 
ment regulation or of public ownership of forests. Whatever be 
their merits, the extension of the field of the latter two alternatives 
is distasteful to the vast majority of the American people, still 
impregnated as they are with the spirit of the individualistic doc- 
trine of governmental function. But it is not enough that forest- 
growing be encouraged. The public is now and will continue 
to be for many years dependent upon the virgin forests for its 
lumber supply. Conservative utilization of the existing supply 
is therefore but a logical corollary to the need of promoting con- 
structive forestry. Scientifically, the social purpose of forest-tax 
reform is the encouragement of both the reforestation of non- 
agricultural land and the reasonable use of the present stock of 
virgin timber. To secure one without the other would be only a 
partial solution of the problem." It is in the promotion of the 
latter purpose that embarrassing fiscal difficulties are to be 
encountered. 


GROWING TIMBER AND MATURE FORESTS COMPARED 


The growing forest receives normally both an annual volume 
and an annual value increment. The virgin forest receives only 
a value increment due to the increasing relative scarcity of the 

* It is unfortunate that only the interests of reforestation have received due con- 


sideration in the discussion of tax revision. This essay on virgin-timber taxation is 
an effort to indicate the interrelation between constructive forestry and conservation, 
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natural resource of which it is a part. But economically the value 
increment is the all-powerful factor in determining the policy of 
the owner in reference to the cutting of his timber. The govern- 
ment through the taxing power can exert strong influence on this 
policy by appropriating by way of taxes a smaller or a larger 
proportion of this value increase. 

It has often been argued that the owner of virgin timber is 
the recipient of an unearned increment and that he should not 
therefore be aided by the lax administration of the taxes in holding 
his timber for future increases in value; that taxes should be 
levied on his property in the same way as on all other property; 
that his enjoyment of the increasing unearned increment is unsocial; 
that it causes higher prices for forest products. Whatever be 
the theoretical merits of this argument, it is evident that the 
corrective measure proposed would tend to defeat the very social 
purpose it is intended to protect. Were taxation of forests under 
the general property tax administered in practice as it is in theory, 
i.e., on a true valuation of property, the result in most of the states 
would be to stimulate more rapid cutting. This would tend to 
cause (1) temporarily lower prices of forest products; (2) prices 
continually increasing as the supply of timber decreased; (3) con- 
sumption of the present supply before an adequate new supply 
was available. 

The public interest lies both in reasonable present prices of 
forest products and in the conservative use of virgin timber until 
an adjustment of new growth to demand has been achieved. The 
annual ad valorem taxation of timber tends, by stimulating cutting, 
to promote temporarily the first but to defeat the second interest. 
It is submitted as the opinion generally held among enlightened 
timber-owners and administrative officials that the highest public 
policy requires (1) that degree, and no more than that degree, of 
conservative use of virgin timber which will make possible the 
transition, without unreasonable inconvenience to the users of 
forest products, to a permanent organization of timber-growing 
enterprise on principles of scientific management, such as now 
prevail in Germany; and (2) the encouragement, within the limits 
thus imposed, of the current conversion of timber in the interest 
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of reasonable present prices to present consumers of forest products. 
Thus the advocacy of conservation for its own sake appears without 
scientific warrant. The use of the most available weapon of public 
control, the power of taxation, should be adjusted to and exercised 
in the interest of social welfare. 


RECENT TENDENCIES 


The desiderata in the reform of virgin-forest taxation are: 
(1) reasonable utilization of timber; (2) fiscal adequacy; (3) uni- 
form legislation. Opinions and suggestions, based often on recent 
experience in the promotion of tax reform, received from adminis- 
trative officials and timber-owners in all parts of the United States,’ 
indicate that the most practicable present device for tax reform 
involves a compromise between the income and the property 
principles of taxation. Of the three interests above enumerated, 
the first is best subserved by an income tax; the second, by a 
property tax. Uniformity can be had or hoped for only through 
a compromise between the two. Enlightened judgment indicates 
the following as the most feasible approach in the United States 
to the regeneration of the system of taxing timber lands: 

Annual land tax.—First. Uniform periodic valuation, subject 
to state review, of the land alone, such valuation to remain a maxi- 
mum during the period fixed by law. A period for this purpose 
of not less than 10 years has most general approval. It may, 
however, be adjusted to varying conditions. The annual revenue 
derived from the levy of the prevailing general property tax rate 
on this maximum valuation would be relatively constant, varying 
only with variations in the rate itself as distinguished from varia- 
tions in the value of the property. 

Annual specific tax.—Second. Uniform valuation, subject to 
state review, of the timber alone at the time that the new system 
of taxation becomes operative, such valuation to remain a maximum 
until the time of final cutting. On this valuation an annual tax 


* Special importance has been attached to the forest conditions prevailing in the 
Pacific Northwest. Due weight has been given to the opinions of lumbermen and 
administrative officials of that region. More than one-half of the remaining virgin- 
timber supply stands in the five states, Washington, Oregon, California, Idaho, and 
Montana. In no plan of tax reform may the insistent interests of the Pacific North- 
west be overlooked. 
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may be levied at not more than a legal “‘normal” rate. The normal 
rate is so fixed as to produce a revenue equal to the average revenue 
for the preceding 10 years derived from this class of property. 
Any increase of the normal rate entitles the timber-owner to the 
remission from the final income tax (see infra) of an amount the 
present value of which, discounted at the legal rate of interest, 
not exceeding 6 per cent, is equal to éwice the present value of the 
extra specific tax so imposed. This provision is intended as a 
reasonable check upon the increase of the legal normal rate. With 
the limitation so imposed the annual specific tax is nevertheless 
elastic and capable of emergency use. 

Income or yield tax.—Third. Uniform valuation, subject to 
state review, of the standing timber at the time of cutting. On this 
valuation a tax is levied on a uniform statutory scale of rates, 
varying according to the length of the time interval between the 
original valuation of the timber under this system of taxation and 
the final cutting. 

The annual land tax and the annual specific timber tax insure 
a relatively uniform revenue competent to meet the normal fiscal 
demands upon this class of property. The maximum valuations 
protect the timber-owner against the uncertainty of capricious 
future increases. The “normal” rate of the specific tax, capable 
of increase only upon condition of the remission from the income 
tax of an amount of twice the present value of such additional tax, 
is a further protection to the timber-owner against uncertainty. 
The income tax as outlined would thus tend to encourage the reason- 
able holding of timber, i.e., conservation. The annual taxes would 
tend to encourage cutting when prevailing prices afford reasonable 
warrant. While the timber-owner is not relieved of the burden 
of annual taxation he is, to a great extent, relieved of uncertainty 
as to future carrying-charges, in so far as these consist of tax pay- 
ments. He is subject to an increase in the annual tax on his timber 
only on condition of the exemption from the final income tax of 
double the value of such increase. Such increases would naturally 
be infrequent. 

When, under scientific management, the revenue from the income 
tax becomes sufficient in amount and of convenient periodicity, 
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the specific annual timber tax may be reduced and finally remitted. 
The tax on mature timber here outlined may thus be merged into 
the tax on growing timber. This tax, then, like the tax now applied 
in New York, Connecticut, and other northeastern states, consists 
of an annual tax on the land alone and an income tax on the final 
yield. Consistently and logically developed, the income prin- 
ciple of forest taxation would require the ultimate remission 
also of the annual land tax, since the value of the land used in 
forest culture is simply the capitalization of the value of its esti- 
mated income-producing capacity. The value of the land by 
itself cannot be dissociated from the aggregate present value of 
the anticipated future incomes to be derived from the land. 

It has been the purpose of this note to indicate, not the problems 
of procedure and administration, but rather the scientific basis 
of practicable revision of the present anomalous system of virgin- 
forest taxation. Constitutional limitations have embarrassed 
many attempts to secure classification. Legislative apathy, as 
well as public indifference, has contributed to the defeat of several 
recent efforts to throw off such constitutional disability. The 
problem presented is thus of as great practical as it is of scientific 


interest. 


Witson ComMPTON 
DARTMOUTH COLLEGE 








PROTECTION OF A MORTGAGEE’S INTEREST IN REAL 
PROPERTY BY INSURANCE 


The mortgagee is a more or less favored person in the eyes of 
the law under all forms of protection. Without exerting himself 
beyond inserting a stipulation in the mortgage contract that the 
mortgagor-owner should maintain insurance on the pledged prop- 
erty, he has been held to have an equitable lien on the proceeds 
of insurance in the event of loss.‘ In Maine, Massachusetts, Mis- 
sissippi, and North Carolina his legal right to the proceeds of the 
insurance under certain conditions is reinforced by statutes giving 
him a lien on any and all indemnity for fire loss which may become 
due the mortgagor.? Such liens upon the latter’s property could 
not satisfactorily compare, however, with a right to collect from 
large and almost universally solvent insurance companies with 
millions of dollars of assets; and mortgagees therefore preferred 
an interest in the insurance contract covering the mortgaged 
property, which interest may now be secured in various ways. 

While under any method the mortgagee has some protection, 
its extent is not equal under all circumstances or in all jurisdictions. 
His status is subject to interpretation by the intermediate courts 
and courts of last resort of forty-eight states, not to mention the 
federal courts, and it is necessary to examine his rights according 
to the various principles promulgated. 

1. A mortgagee’s policy covering his own interest.—Since a mort- 
gagee’s security for a debt is impaired by fire destroying or damaging 
the pledged property, he undoubtedly has an insurable interest in 
the same and the right to insure it in his own interest. In fact the 
mortgagee has been held to be entitled to indemnity even though 

tG. A. Clement, Fire Insurance as a Valid Contract, pp. 41, 42; W. N. Bament, 
The Mortgagee Clause, an address before the Insurance Institute of Hartford, 
January, 1912, p. 5; Wheeler v. Ins. Co., 101 U.S. 439; Nichols v. Baxter, 5 R.I. 491; 
Aetna Ins. Co. v. Thompson, 68 N.H. 20; Chipman v. Carroll, 53 Kan. 163; Swearingen 
v. Hartford Ins. Co., 52 S.C. 309. 

2 Bament, /oc. cit., p. 5. 

3R. W. Cooley, Briefs on Insurance Law, pp. 184, 185. 
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sufficient property remains uninjured as security for the debt." In 
a policy issued to the mortgagee the mortgagor has no rights. 
The latter, since he also possesses an insurable interest, may never- 
theless obtain a policy on the same property if he deems it desirable. 
A policy in the mortgagee’s name conveys to the mortgagor no 
rights unless taken on his account or provided he pays the premiums; 
under these latter circumstances the indemnity collected by the 
mortgagee must be applied to reduce the debt.2, The maximum 
indemnity due the mortgagee by the insurance company is not 
denoted by the value of either the mortgage or the property but by 
the amount of the debt. The separate insurance of the interests 
of mortgagor and mortgagee is not particularly desirable from the 
standpoint of the company, inasmuch as such separation increases 
the difficulty of supervision, the moral hazard, and the danger of 
non-concurrent policies, and in one state results in direct financial 
loss to the insurer if permitted. 

It is a principle of law, recognized in several relations, that an 
insurance company indemnifying a person for a loss of property 
is subrogated to all the rights—based on tort, contract or otherwise 
—which that person may possess against third parties and which 
may serve to diminish the loss of the insurer. Upon payment 
of the indemnity to a mortgagee, therefore, the insuring company 
becomes possessed of the contractual right to collect from the 
mortgagor at the maturity of the mortgage a sum equal to the 
indemnity paid; in other words acquires a portion, at least, of 
the rights of the mortgagee.’ To permit otherwise would be to grant 
the mortgagee double indemnity; he would collect the amount of the 
loss from the insurance company and in addition his claim on the 
mortgagor would be undiminished. The manner of settlement of a 
claim under a separate insurance of the mortgagee’s interest, in 
which the mortgagor has no claim, may best be explained by a 

t Ibid., p. 780. 

2 Waring v. Loder, 53 N.Y. 581. 

3 George Richards, Insurance Law, p. 73. 

4 George Richards, “‘The Doctrine of Subrogation in Its Practical Application to 
Insurance,” Proceedings of the Insurance Society of New York, November 26, 1912; 


Clement, op. cit., pp. 359, 360. 
5 George Richards, Insurance Law, pp. 65, 394; Clement, of. cit., p. 379. 
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simple illustration. O possesses a property valued at $10,000 which 
he has mortgaged to M for a loan of $9,000. M insures his interest 
in Company J for $9,000 and a loss of $8,000 subsequently occurs. 
The insurance company, J, pays M $8,000 and by subrogation 
acquires M’s right to collect $8,000 from O at the expiration of the 
term of the mortgage, M retaining the right to collect at that time 
the remaining $1,000 due him. The insurance company, if it can 
ultimately collect the $8,000 from O, loses nothing. If O refuses to 
pay, foreclosure may be had, and if the property only brings, say, 
$8,500, the company loses $500, since it cannot legally in the col- 
lection of its claim against O prejudice in any way M’s contractual 
right to $1,000.' An alternative settlement is the payment to M 
by J of $9,000 and the latter’s acquisition by subrogation of a 
claim for $9,000. 

The method of settlement described above is upheld by law in 
every jurisdiction except Massachusetts. There the company is 
not subrogated to the rights of the mortgagee;? in the foregoing 
illustration it would pay M $8,ooo and receive nothing in return 
(except premiums paid), while M would still have a claim on O for 
$9,000. M thus practically receives a gift of $8,000 in addition to 
indemnity for his loss. 

This method of protection for mortgagees has several advan- 
tages. In Massachusetts he receives double indemnity. In some 
instances, also, the mortgagee disapproves of the insurer selected 
by the mortgagor and for better protection obtains his own insur- 
ance. The disadvantages of such an insurance contract, however, 
are that the mortgagee is impressed with the expense of the premi- 
ums and the inconvenience of supervising the insurance. Other 
and more advantageous methods may be adopted. 

2. Assignment of the mortgagor’s policy.—A method of protection 
which merits little attention because of its disuse and disadvantages 
is the assignment of a mortgagor’s policy to the mortgagee. In this 
case the policy assumes the nature of collateral security for the 


Richards, loc. cit. 
2 International Trust Co. v. Boardman, 149 Mass. 158; King v. State Mutual Fire 
Ins. Co., 7 Cush. 1; Allen v. Fire Ins. Co., 132 Mass. 480; Clement, op. cit., note on 


Pp. 376; Cooley, op. cit., p. 3915. 
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loan. The inefficacy of the method from the standpoint of the 
mortgagee lies, first, in the fact that he legally acquires by assign- 
ment only such rights as the mortgagor may have possessed at the 
time of assignment.’ These rights will depend to some extent upon 
the nature of the assignment and the jurisdiction. Violations or 
misrepresentations may have voided the policy and the mortgagee 
would then obtain a valueless piece of paper. Secondly, the mort- 
gagee has no legal status as a contracting party and consequently 
may not be entitled to notice of appraisal, to participate in negotia- 
tions after a loss, to redress if the mortgagor agrees to an inadequate 
settlement of the claim, etc. 

3. Indorsement of a “loss payable clause.” —A more extensively 
used method of obtaining insurance of a mortgagee’s interest is the 
indorsement upon the mortgagor’s policy of the so-called “loss 
payable clause,” stipulating “loss, if any, payable to , as 
his interest may appear.” From the standpoint of the companies 
this is desirable in some states because of the liability of the mortga- 
gee for acts of the mortgagor,‘ and in general because of the elimina- 
tion of separate insurance of interests in the same property and the 
reduction of moral hazard. But the desirability of such a method 
from the mortgagee’s standpoint, it is to be strongly emphasized, 
entirely depends upon the state where it is used; two radically 
different interpretations of his rights are existent. 

The first of these viewpoints is that such an indorsement renders 
the mortgagee an appointee and representative of the mortgagor- 
owner to receive the insurance money.’ This is the position main- 
tained in most of the states, including Alabama, New York, 
Wisconsin, Colorado, West Virginia, Indiana, Louisiana, New Jersey, 
Michigan, Tennessee, and Texas,° and it subjects the mortgagee to 
all the defenses available against the mortgagor.’ Being only an 
appointee for a limited purpose an award is binding on him, although 
not a party to it, and the election to rebuild or repair may be 





? Clement, op. cit., p. 37; S. Huebner, Property Insurance, p. 39. 


2 Cooley, op. cit., p. 1530. 5 Bament, The Mortgagee Clause, p. 5. 
3 Huebner, loc. cit. 6 Richards, op. cit., p. 395. 
4 Cooley, op. cit., p. 1521. 7 Cooley, op. cit., p. 1227. 


8 Collinsville Savings Soc. v. Boston Ins. Co., 77 Conn. 676; Chandos v. American 
Fire Ins. Co., 84 Wis. 184. 
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exercised without notice to him." He is not legally a party to the 
contract.? In these jurisdictions no method he could select affords 
him less protection than the “loss payable clause.” 

In marked contrast are the states which consider the indorse- 
ment of a “loss payable clause”’ the creation of an unconditional, 
independent contract between insurance company and mortgagee. 
In Illinois, Iowa, Mississippi, Nebraska, Missouri, and Washington 
the latter thus obtains without price, as one writer puts it, a con- 
tract which the owner cannot secure for any consideration.’ He is 
not bound by the conditions of the policy, the acts of the mortgagor 
cannot be set up as a defense against him‘ and “‘if there are any 
rights which he does not possess it is either because he has not 
discovered them or has not enforced them.”’ When thus favored, 
this method is superior even to the protection of his interest by a 
standard mortgagee clause. 

Since the settlement of claims is the same under the “loss 
payable” and “standard mortgagee”’ clauses this subject is treated 
under the latter. 

4. The “ standard mortgagee clause.’’—Of all the methods of pro- 
tecting the mortgagee’s interest the most prevalent, because of its 
general effectiveness, is the indorsement on the mortgagor’s policy 
of a “‘standard mortgagee clause.”” One form of such clause is 


here given: 
MORTGAGEE CLAUSE® 


mortgagee [or trustee], as interest may appear, and this insurance as to the 
interest of the Mortgagee [or trustee] only therein, shall not be invalidated by 
any act or neglect of the mortgagor or owner of the within described prop- 
erty, nor by any foreclosure or other proceedings or notice of sale relating 
to the property, nor by any change in the title or ownership of the property, nor 


* Heilmann v. Westchester Fire Ins. Co., 75 N.Y. 7. 
2 Cooley, op. cit., p. 790. 4 Richards, op. cit., p. 395, note. 
3 Bament, /oc. cit., p. 5. 5 Bament, Joc. cit. 


6 Another type of clause contains in addition a provision which states that the 
company shall not be liable for a greater proportion of any loss “than the sum hereby 
insured bears to the whole amount of insurance on said property, issued to or held by 
any party or parties having an insurable interest therein, whether as owner, mortgagee, 
or otherwise.” This is known as the “ mortgagee clause with full contribution.” 
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by the occupation of the premises for purposes more hazardous than are per- 
mitted by this policy. PRovmep, that in case the mortgagor or owner shall 
neglect to pay any premium due under this policy, the mortgagee [or trustee] 
shall, on demand, pay the same. 

PROVIDED, also, that the mortgagee [or trustee] shall notify this company 
of any change of ownership or occupancy or increase of hazard which shall come 
to the knowledge of said mortgagee [or trustee] and, unless permitted by this 
policy, it shall be noted thereon and the mortgagee [or trustee] shall on demand 
pay the premium for such increased hazard for the term of the use thereof; 
otherwise this policy shall be null and void. 

This company reserves the right to cancel this policy at any time as pro- 
vided by its terms, but in such case this policy shall continue in force for the 
benefit only of the mortgagee [or trustee] for ten days after notice to the mortga- 
gee [or trustee] of such cancellation and shall then cease, and this company shall 
have the right, on like notice, to cancel this agreement. 

Whenever this company shall pay the mortgagee [or trustee] any sum for 
loss or damage under this policy and shall claim that, as to the mortgagor or 
owner, no liability therefor existed, this company shall, to the extent of such 
payment, be thereupon legally subrogated to all the rights of the party to 
whom such payment shall be made, under all securities held as collateral to the 
mortgage debt, or may at its option pay to the mortgagee [or trustee] the whole 
principal due or to grow due on the mortgage with interest, and shall thereupon 
receive a full assignment and transfer of the mortgage and of all such other 
securities; but no subrogation shall impair the right of the mortgagee [or 








trustee] to recover.the full amount of .................... claim. 
| EIRP POO Rae eT eee re een e 

Altached to and forming part of Policy No................. of the ; 
of CN EE Oe ee Te 


Such favorable treatment as is outlined in the clause is accorded 
mortgagees by insurance companies because of the former’s inability 
to control the acts of their debtors, their recognized right to protec- 
tion, and their usual excellence as moral risks. By such a clause, 
it will furthermore be noticed, the right to subrogation is reiterated 
and acknowledged in the contract. An indorsement of this nature 
creates what is substantially an independent contract between the 
insurer and the mortgagee." The word “independent” is thus quali- 
fied because two lines of decisions are existent on the liability of the 
mortgagee for his debtor’s acts. In four states he has been declared 


* Cooley, op. cit., pp. 791, 1525. 
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entirely unaffected by such acts, whether committed prior or subse- 
quent to the indorsement on the policy of the “mortgagee clause.’ 
In four other states he has been held exempt from the consequences 
of acts occurring after its indorsement.? In one of these states the 
provisions of the standard policy after line 59 (which refer to con- 
ditions after a loss) were held to be inapplicable and not binding on 
the mortgagee.’ He is privileged to submit proofs of loss,‘ to receive 
notice of appraisal’ and to be exempt from the “rebuild or repair” 
provision.® 

Illustrations will serve to define distinctly the nature of the settle- 
ment of claims under the “mortgagee clause.”” Assume that the 
value of O’s property is $10,000, that the same is mortgaged to M 
for $4,000, and that O obtains a fire insurance policy for $4,000 from 
Company J on which a “standard mortgagee clause”’ is indorsed 
for M’s protection. A loss of $3,000 occurs. Company J will 
pay to M, the mortgagee, $3,000. O, the owner, having an interest 
in the policy, however, is entitled to protection, and therefore is 
credited by M with $3,000 in liquidation of the debt, being thus 
reimbursed for the $3,000 damage to his property. An equivalent 
settlement would have been for J to pay M $4,000 then to take over 
M’s claim against O of $4,000, and credit O with $3,000 toward 
payment of same. 

A situation may exist, however, where O has violated the terms 
of the insurance contract and J disclaims all liability to him. In 
this contingency, when M receives $3,000 from the insurance 
company, instead of O receiving $3,000 toward the payment of the 
debt, the insurance company is subrogated to $3,000 of M’s claim 
against O at the expiration of the mortgage. Thus O loses $3,000 

t Syndicate Ins. Co. v. Bohn, 65 Fed. 165; Mutual Fire Ins. Co. v. Alvord, 61 Fed. 
752; Cooley, op. cit., p. 1527. 

2 Glens Falls Ins. Co. v. Porter, 44 Fla. 568; Genesee, etc. Loan Assoc. v. U.S. Fire 


Ins. Co., 16 App. Div. (N.Y.) 587; Baldwin v. German Ins. Co., 105 Iowa 379; Hanover 
Fire Ins. Co. v. Bank, 34 S.W. 333; Cooley, loc. cit. 

3 Bament, op. cit., p. 12. 

4 Ibid., p. 14. 

5 Bergman v. Ins. Co., 92 Ky. 494; Georgia Home Ins. Co. v. Stein, 72 Miss. 943; 
Hall v. Fire Assn., 64 N.H. 405; Clement, of. cit., pp. 38, 39.- 

6 Hastings v. Ins. Co., 73 N.Y. 141; Clement, loc. cit. 





PROTECTION OF MORTGAGEE’S INTEREST BY INSURANCE 987 


because his policy was void, and the settlement is made as though 
O has never had an interest in the insurance.’ 

A more complicated settlement is involved where two mortgages 
are placed on the same property, although the governing principle 
is the same. Thus, let us assume that O possesses a property 
valued at $20,000, on which he borrows $10,000 on a first mortgage 
from A and $8,000 on a second mortgage from B. He secures a 
$10,000 policy in the Albion Insurance Company, on which he places 
a “standard mortgagee clause” for A’s benefit and an $8,000 policy 
in the Brunswick Insurance Company with a “mortgagee clause” 
indorsed thereon for B’s protection. <A loss of $9,000 occurs. A 
provision of the standard policy stipulates that a company shall 
only be liable for the payment of a loss in the proportion its insur- 
ance bears to the total insurance. The Albion Company is respon- 
sible, therefore, for 5/9 of the loss or $5,000 and the Brunswick 
Company for 4/9 or $4,000. It would be useless and unfair, how- 
ever, for the Albion Company to offer to pay A $5,000 when his 
security for the loan has been impaired to the extent of $9,000, and a 
similar difficulty arises in the case of B. The Albion and Brunswick 
companies therefore pay A and B, respectively, $9,000 and $8,000.” 
Since O has an interest in the insurance his debt, as far as A is con- 
cerned, is reduced by $9,000 and as far as B is concerned by $8,000. 
But O thereby receives $17,000 on a $9,000 loss, the Albion Com- 
pany pays $9,000, although only liable for $5,000, and the Bruns- 
wick Company pays $8,000 where its liability is but $4,000. 
Accordingly the Albion Company is subrogated to A’s claim 
against O to the extent of $4,000 and the Brunswick Company to 
B’s claim against O to the extent of $4,000.35 Since they thereby 
collect $8,000 from O at the maturity of the mortgage the latter 
receives only the $9,000 he was entitled to. The insurance com- 
panies in the collection of their claims must not prejudice the right 
of A to receive the $1,000 still due him.4 Extensive depreciation 


* Clement, op. cit., p. 375. 

2 The Brunswick Company’s payment is limited to $8,000 because (1) B’s interest 
is only $8,000, and (2) the face of the policy is only $8,000. 

3 Richards, Insurance Law, p. 397. 

4 See copy of the “mortgagee clause,” p. 948, supra. 
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of the value of the property may result, accordingly, to their 
detriment. 

For the ordinary mortgagee the indorsement of the “mortgagee 
clause” affords the best protection in most states. Its advantages 
may be summarized as follows: 

1. The prejudicial effect of the mortgagor’s acts on the mortga- 
gee’s rights is considerably diminished in some states and entirely 
eliminated in others. 

2. The mortgagee acquires legal rights as a party to the insur- 
ance contract. 

3. The mortgagee is exempt in some states from certain pro- 
visions of the standard policy, such as the “repair and rebuild 
clause” and the provisions applying after a loss. 

It has disadvantages, in comparison with other methods, in 
only a few jurisdictions. It is inferior to the “loss payable clause” 
in a limited number of states and is not as profitable as the separate 
insurance of the mortgagee’s interest in Massachusetts. 

A thorough discussion of the feature of contribution under the 
“mortgagee clause” is more appropriate to a paper on apportion- 
ment of loss, but a brief summary of three of the leading cases may 
be given. In Hastings v. Westchester’ the facts laid before the New 
York court were that the owner had taken out a policy in his own 
name for $4,000 in the Lycoming Company and another with a 
“mortgagee clause” attached in the Westchester Company for 
$10,000, for the benefit of the mortgagee. The “mortgagee clause”’ 
was of the variety without contribution, a copy of which has been 
given. Both policies contained clauses, however, providing that 
the insurer should be liable only for that proportion of the loss which 
its insurance bore to the total insurance carried. A loss of $9,000 
had occurred. The Lycoming Company paid the owner 4/14 of the 
loss, or $2,571.43, and the Westchester Company contended that its 
liability to the mortgagee was 10/14 of the loss or $6,428.57. The 
mortgagee claimed $9,000 from the Westchester Company and the 
court upheld his contention on the ground that the “mortgagee 
clause” constituted an independent contract and guaranteed him full 
protection of his interests. In view of such cases the companies 


t 73 N.Y. 141. 
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inserted the contribution provision in the “mortgagee clause.’’* In 
the case of Eddy v. London Assurance Corporation? a mortgagor 
had protected his mortgagee with a policy having attached a 
“mortgage clause with full contribution,” and subsequently, with- 
out the latter’s knowledge, took out a second policy in his own 
interest. A loss occurred and the company which insured the 
mortgagee made practically the same contention as the Westchester 
Company in the preceding case, having the additional support of 
the contribution provision in the “mortgagee clause.” The court 
held the latter provision to conflict with the provision in the same 
clause protecting the mortgagee against acts of the owner, gave 
the latter greater weight, and decided against the company. A 
decision in the federal courts, however, under exactly the same 
circumstances, was given to the opposite effect. 

5. Special contracts—An even more satisfactory method of 
completely protecting the mortgagee is the formation of a special 
contract between insurer and mortgagee, embracing exceptional 
features for the latter’s benefit. This, however, is chiefly used by 
trust companies and large lenders who place a great deal of insur- 


ance of this nature. 


ROBERT RIEGEL 
UNIVERSITY OF PENNSYLVANIA 


t See footnote, p. 948, supra. 

2143 N.Y. 311. 

3 Williams v. Hartford Fire Ins. Co., 63 Fed.g25. Fora discussion of this subject 
see D. Ostrander, Law of Fire Insurance; Cooley, op. cit.; Bament, op. cit. 





NOTES 


THE CARTELS IN WAR TIME 


From the viewpoint of political economy the present European war 
has produced numerous interesting and important developments. 
Theories which in the past had gained quite universal acceptance have 
during the past year been put to an acid test. A restandardization and 
readaptation have become necessary with respect to various conceptions 
in the realm of economy, which have hitherto been quite firmly rooted 
in the minds of the public, as well as of scholars. 

Of the economic organizations throughout the world, perhaps none 
have during the past twelve months undergone a more crucial test than 
those of Germany, the marvelous strength and efficiency of which today 
challenge the admiration of even those who in the past have observed 
them more or less closely. 

The gigantic operations of Germany’s army, railroads, and banks 
constitute truly brilliant achievements of governmental economic 
efficiency. In the field of private (individual) economy, German com- 
merce and industry are producing results equally amazing. The factor 
which here has proved to be the backbone of Germany’s industrial life 
is the German cartels, those unique, co-operative organizations which, 
in times of peace, overcame that bellum omnium contra omnes so baneful 
to commercial activity and development, and in its stead succeeded in 
weaving together an economic organism, the solidarity of which not only 
placed Germany in the front ranks among the leading commercial 
countries, but also has proved itself a tower of strength during the present 
war. The German cartels are co-operative combines of independent 
enterprises in allied industries for the purpose of regulating demand and 
supply and centralizing the business management in the mutual interest. 
With respect to their outer organization, as well as from a legal point of 
view, German cartels differ essentially from our so-called trusts in that 
they lack the permanent and organic amalgamation of the latter, and, 
unlike our trusts, are not capitalistic organizations, but essentially 
economic, co-operative enterprises. 

It can be readily seen that the cartels, numbering about six hundred, 
afford the government a most handy and welcome means for controlling 
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and regulating economic conditions during the war. Through them 
the German government was enabled to establish a rapid survey of 
supplies on hand and of possibilities of production, as well as to estimate 
accurately the value of certain commodities and to distribute orders and 
contracts equally. As a result of this rigid organization of German 
industry, raw materials and labor were more easily obtained and could 
be utilized to the best advantage, minimizing waste. The credit of the 
individual business man was rendered more secure. 

The comprehensive system of checking, controlling, and regulating 
supply and demand—the various clearing-houses and common selling 
agencies, where the business of the cartels is centralized and equalized— 
minimized business risks essentially and enabled the business world to 
adapt itself to the new conditions arising. 

A practical instance of the effect of co-operative trade combination 
was furnished by the leather industry. Within a few weeks after the 
outbreak of the war, the price for upper leather, which was not covered 
by any cartel agreement, rose 70 per cent, whereas the price for sole 
leather, controlled by a cartel, during the same period increased only 
about 10 percent. Up to last spring the price of upper leather increased 
about 150 per cent, while sole leather showed an increase in price of 
only 43 per cent. 

The cartel form of organization has proved to be so serviceable that 
the German government during the past year has twice formed com- 
pulsory cartels. On December 5, 1914, the potato-drying industry 
was placed under government supervision, and quite recently the coal 
cartel was continued under pressure from the government. 

The syndicate agreement of the Rhenish-Westphalian Coal Syndi- 
cate, one of the largest and most powerful combines in Germany, was to 
expire on November 30, 1915. For many months conferences had been 
held among the members of the syndicate for the purpose of renewing 
the syndicate agreement, but no agreement was reached. Certain large 
interests (especially the Thyssen interests) held out, it is alleged, because 
they expected a big boom in the coal industry after the close of the 
present war, and wanted more leeway than they would have under a 
syndicate agreement which would allot the output and fix prices. Fear- 
ing that the dissolution of the coal syndicate would result in high prices 
and would seriously affect economic conditions, the Imperial Federal 
Council on July 12, 1915, issued a decree which provides that “Unless 
up to September 15, 1915, at least a temporary agreement be made 
which is to run till the end of March, 1917, the Landeszentralbehirden 
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(state central authorities) shall combine the owners of hard coal and lig- 
nite into compulsory companies. The prices are to be fixed by the 
general meeting of the combines. A government commissioner is to be 
a member of these compulsory combines with certain veto rights. 

As a result of this action by the government, all the recalcitrant mine 
owners immediately agreed to a renewal of the Rhenish-Westphalian 
Coal Syndicate, and a new agreement was made to run till March 31, 1917. 

This was not the first time that the German government took such an 
advanced step in the control of industrial monopolies. Already, in 1910, 
the potash (Kali) industry, in which Germany possesses a natural mo- 
nopoly, was by a special law organized into a compulsory syndicate. 
The government war-grain company, which last year took over the con- 
trol of certain foodstuffs, is a still more recent application of the same 
principle. As a direct result of the efficiency of the cartel system, 
new cartels have been organized continuously ever since the outbreak 
of the war, especially in those industries which have been hit hardest, 
like the building trades and manufactures of articles of luxury and of 
export goods. 

Coal and potash are the two most important natural resources of 
Germany. Their equitable distribution and consumption constitutes a 
problem of vital importance to the German people, in the solution of 
which the recent decree of the government marks important progress. 

Outsiders who have hitherto fought the combine are now clamoring to 
be taken into the cartel, recognizing that in unity there is strength. 
Especially to the small industrials, who otherwise would have been 
forced out of business, the cartels have proved a veritable blessing. 

In the past the German public did not always look with favor upon 
the cartels. Many viewed them with growing concern, while others 
attacked them most bitterly. Since the present war began the cartel 
system of industrial organization with one exception has merited the 
universal approbation of the German people. During the first weeks 
of the war numerous complaints came to the attention of the government 
regarding certain textile cartels which tried to enforce their old contracts 
and refused to extend credit terms. Immediately a meeting of the 
parties concerned was called in Berlin, August 28, and a mutually satis- 
factory agreement was reached. It is said that the government had a 
special, very rigid, anti-cartel law ready, which it intended to promulgate 
in case no understanding was reached. 

Great as the efficiency of these organizations has been in the past, 
still more is expected of them in the future. The Franco-German War 
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of 1870-71 entrained in its wake a period of financial depression and a 
severe crisis in the world of finance. That was the very time when 
German financiers and economists began to develop and apply the cartel 
idea to Germany’s industry and trade with such marked success. If it 
is true that history is the mentor of life, the co-operative system of 
organization underlying the German cartels may, at the conclusion of 
the present war, once more serve as a preventive factor in safeguarding 
business conditions. It is not improbable that at the moment when 
peace is concluded the present exorbitant prices of raw materials will 
drop and that all values will more or less collapse. Then the cartel 
organizations may be expected to make their strength felt and to act as 
parachutes in preventing economic disaster on a large scale—to preserve 
stability in general, and thus to render to the country at large, and to 
Germany’s industries in particular, a very important service. 


WILi1Am Notz 
WasuinctTon, D.C. 


WASHINGTON NOTES 
THE FIRST YEAR OF THE FEDERAL RESERVE SYSTEM 


The federal reserve system has completed the first year of its existence 


—November 16, 1915, being the anniversary of the opening of the banks. 
The year has not, however, been a year of complete operation, owing to 
the fact that it was necessary to open the banks promptly in order to 
relieve the financial stringency of 1914. It was impossible to issue at 
once complete regulations governing the conduct of the banks on a uni- 
form footing. The process of preparing and issuing these regulations, 
and of securing uniform action, consumed several months, and a fair 
estimate of the first year’s work will recognize the fact that only during 
the latter part of that time can the banks be said to have been really 
operative. The unusual ease of money throughout the whole year, the 
large release of reserves which occurred simultaneously with the opening 
of the banks, owing to the reduction of reserve requirements, and other 
conditions, would in any event have tended to prevent the banks from 
attaining their full scope during the first twelve months, even if they 
had been fully organized for work at the outset. 

Certain definite results have, however, been unquestionably accom- 
plished, as follows: 

First, the new banks have taken a long step toward securing the 
standardization of commercial paper. There has also been a very 
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decided growth in the practice of making satisfactory statements of 
condition on the part of commercial concerns. Member banks have 
been steadily encouraged to keep a part of their assets in liquid and redis- 
countable condition, and have succeeded in so doing. 

Secondly, through the careful use of the power to grant trustee and 
executor powers a premium has been placed upon sound banking, and 
many banks have found that they could not receive this recognition of 
their responsibility without altering business practices of doubtful wis- 
dom, and without eliminating questionable paper from their assets. 

Thirdly, many banks which were in need of assistance have been 
directly aided through the rediscount policy of the reserve banks, and 
have been enabled to restore themselves to a solid and satisfactory con- 
dition. 

Fourthly, there has been developed the beginning of a system of 
bankers’ acceptance business which is already taking strong root, and is 
likely to expand rapidly as the years go by. 

Fifthly, a system of clearing and collection has been inaugurated 
which has already had valuable indirect as well as direct results, and 
which furnishes the basis for an ultimate standardization of the check 
and deposit system throughout the country. 

Sixthly, it is not too much to say that, under the leadership of the 
federal reserve system, more has been done toward bringing about a 
recognition of the essential principles of banking and credit than had 
been accomplished during the many years of currency and banking reform 
agitation. 

These are probably to be reckoned among the more outstanding and 
obvious accomplishments of the reserve system during the past year. 
They are each and all easily recognizable, and in themselves constitute 
an eminent justification of the work done in establishing the system. 

The general policy of the system during the year has been that of 
conservatism and avoidance of stimulus to an already plethoric money 
market. Nevertheless, what has thus far been done has been effectual 
in rendering stable and more uniform rates of discount prevalent through- 
out the country. It has established throughout each federal reserve 
district a definitely known rate of rediscount, published each week and 
available to all member banks upon exactly the same condition. The 
effect of this change has been important. It has tended to bring about 
the standardization of rates by city banks on a level substantially similar 
to that fixed by the federal reserve bank in the district in which the rate 
was offered. It has thus given to borrowing banks a standard of com- 
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parison which in the past they have never possessed. They now know 
that by going to the federal reserve bank with a given carefully described 
kind of paper they can get a thirty-day accommodation at, say, 4 per 
cent. 

Thus far nothing effectual has been done in regard to the creation 
of a general clearance system, although in each district the beginnings of 
such a system have been introduced, while a system of settling items 
between federal reserve banks by means of the Gold Settlement Fund at 
Washington has been successfully inaugurated. 

Open market operations and transactions in foreign exchange have 
still to be undertaken. In spite of the fact that the first year has 
afforded no severe or drastic test of the capabilities of the system, and in 
spite of the further fact that the immense labor of putting the law fully 
into effect has not yet been completed, general comment upon the year’s 
results has been almost entirely favorable. There can be no doubt that 
perhaps the greatest contribution of the system is the better state of 
confidence on the part of the community and the more courageous 
outlook upon the banking future that the new institutions have inspired. 


TAXATION OF CORPORATIONS 


The Bureau of Corporations (now a part of the Trade Commission) 
has just issued a final section of its report on the taxation of corporations, 
covering the methods in vogue in the southern and southwestern states." 
Its purpose is to describe the methods employed in each state in taxing 
manufacturing, mercantile, transportation, and transmission corpora- 
tions and such securities as they may issue. The procedure in each state 
is presented in brief general outline followed by a statement of consti- 
tutional provisions relating to taxation, and by a digest of the statutes as 
interpreted by judicial decisions. In each case a statement of financial 
results of the tax system, in so far as revenue is concerned, is afforded. 
It is found that, in general, the total taxes collected annually from all 
sources for purely state purposes (including the whole United States) is 
about $300,000,000 a year. This, however, does not include the amounts 
paid for county, municipal, and other local purposes. Of this sum rail- 
road, banking, insurance and certain other companies contribute about 
40 per cent, or $120,000,000. 


* Report of Commissioner of Corporations on the System of Taxing Manufacturing, 
Mercantile, Trausportation, and Transmission Corporations . . . . , Washington, D.C., 
1915. 
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The methods of taxing corporations are found to differ with each 
state and with the various classes of corporations, notwithstanding that 
the methods of taxing individuals are practically the same throughout 
the states. It appears that in a number of states it is now sought to 
supply practically all state revenue by taxing certain classes of corpora- 
tions. This is largely the case in New Jersey, Delaware, Vermont, Con- 
necticut, Pennsylvania, and California. In the South and Southwest, 
which are especially studied in the last section of the report, a system 
of license or occupation taxes is levied upon corporations and individuals 
alike to cover practically all lines of business. Throughout nearly the 
whole body of states, there is almost an entire lack of uniformity in 
classes of taxation, methods of assessment, modes of collection, and ways 
of selecting administrative boards of directors or officials. This makes 
it virtually impossible to do more than give a very rough general classi- 
fication of the tax systems of the states, inasmuch as complete classifi- 
cation would involve the use of almost as many classes of taxation as 
there are states. A general tabular comparison prepared by the Bureau 
of Corporations, for the purpose of showing the total state taxes as dis- 
tinct from local, with the amounts and percentages contributed by cer- 
tain specified sources of taxes, for forty-eight states and the District of 
Columbia, indicates that the taxes paid by corporations in a representa- 
tive year constituted 40 per cent of the aggregate, while the general 


property tax yielded 35 per cent, the inheritance tax g per cent, liquor 
taxes 7 per cent, and miscellaneous sources g per cent. 

This volume with its preceding parts is probably the most extensive 
and useful collection of facts regarding state methods of taxation of cor- 
porations that has yet been issued. 


STATE CONTROL OF CORPORATIONS 


The Federal Trade Commission has just made public a report of the 
Commissioner of Corporations on state laws concerning foreign corpora- 
tions' in which is presented a compiled comparison of the conditions under 
which a corporation, organized in another state, may engage in business 
in the several states. 

Each state has its distinctive laws regarding the admission to that 
state of corporations elsewhere organized. This has resulted in very 
wide diversity in the legal prerequisites for, and conditions pertaining 
to, the doing of business by corporations in states other than the one 

* Report of the Commissioner of Corporations on Siate Laws Concerning Foreign 
Corporations, Washington, 1915. 
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where they may have been originally chartered. The data presented 
are of considerable value in connection with the study of the trust ques- 
tion and of interstate operations generally. They will also be of decided 
service in connection with the movement for uniformity in state legisla- 
tion relating to corporations. 

In a general way, the right of a foreign corporation to engage in 
business in a state other than that in which it originated depends solely 
upon the law of that other state, except where the federal nature of its 
business gives it a special right to engage in interstate trade. Without 
such right, except by comity of other states, a foreign corporation can 
have no legal existence, nor can it exercise the functions and privileges 
conferred by its charter, outside of the boundaries of the sovereignty by 
which it was created. Comity will generally be extended so as to allow 
a foreign corporation to exercise any powers with which it may be 
endowed by charter, unless such powers are repugnant to the policy, or 
injurious to the citizens, of the state it seeks to enter. Such corpora- 
tions, having no absolute right of recognition, must depend upon the 
assent of other states for recognition and for the enforcement of contracts 
therein. And since the state is limited only by certain provisions of the 
federal Constitution, it follows that such assent may be granted upon any 
terms a state may impose within such limitations. In the absence of 
some express limitations in the Constitution of the United States, the 
power of a state over foreign corporations is absolute. 

Next to the general question of the right to do business, perhaps the 
most important matter affecting the corporation is the definition of the 
term “doing business,”’ and this definition is the basis of legal and judicial 
interpretation in practically all states. In most states, the filing of 
specific documents is required, such documents attesting the charter or 
articles of incorporation, the principal place of business, the nature of 
the business to be done, the names and addresses of officers and directors, 
and the like. The comparative study shows that one of the commonest 
requirements is that there shall be an agent representing the corporation 
within the state where it is doing business, this being intended to provide 
a means of getting service on the foreign corporation within the state so 
as to bring it within the jurisdiction of the local courts. In a number of 
states priority of claim among creditors is given to the citizens of the 
state as against outside creditors, in so far as relates to the property of 
the corporation within that state. In some cases the power of foreign 
corporations to hold real estate is limited by law, and in some the power 
to acquire property through eminent domain is forbidden. Outside of 
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these basic requirements, most of the legislation deals with initial filing 
fees, license taxes, permits, etc., and the revocation of the same, the 
filing of annual reports, and the infliction of penalties for doing business 
without authority. 

The report devotes considerable attention to the constitutional 
phases of the right of corporations to do business in other states. Various 
cases have arisen wherein foreign corporations have successfully invoked 
the protection afforded by that clause of the Constitution which pro- 
hibits a state from passing a law impairing the obligation of contracts; 
and because of the clause of the Constitution which vests in Congress 
exclusive power to regulate commerce, it is well settled that commerce 
among the states, carried on by corporations, is entitled to the same 
protection against state exactions as when carried on by individuals. 
While corporations are not citizens within the clause of the Constitution 
guaranteeing to citizens in each state all privileges and immunities of 
citizens in the several states, they are deemed to be citizens within the 
meaning of the clause of the Constitution relating to the judicial power 
of the United States. By reason of this provision, the laws of a state 
which attempt to make the right of a foreign corporation to do business 
in that state dependent on the surrender of its right to resort to the 
federal courts are void. 


FOREIGN TRADE SITUATION 


The foreign trade situation continues to be the factor of chief impor- 
tance in connection with banking conditions in the United States, several 
developments of first-rate importance having occurred since the begin- 
ning of the present fiscal year: (1) Thus far (July 1 to November 1) 
the surplus of exports over imports for the fiscal year has amounted to 
$577,578,380. To offset this and further accruing balances there has 
been negotiated in the United States a loan to the allied English and 
French governments amounting to $500,000,000; while other loans 
formed within the same period probably aggregate $100,000,000. At 
present the weekly export balance in favor of the United States is avera- 
ging in the neighborhood of $40,000,000. (2) The excess of gold imports 
over exports of gold from the United States during the fiscal year (July 1 
to November 1) has aggregated $192,291,778. (3) There has been an 
expansion of deposit liabilities of national banks amounting, on the date 
of the last statement required by the Comptroller of the Currency, to 
$1,041,947,292 over the corresponding figures a year earlier. (4) As is 
well known, a considerable reduction in the average required reserves 
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of national banks was effected when the federal reserve system was 
organized, and this release of reserves has furnished the basis for the 
expansion of loans and deposits already referred to. It is generally 
overlooked, however, that a number of states, including New York, 
reduced the reserves of their state banks at the same time the reserves 
of member banks were reduced, and in most cases this action was taken 
without applying any accompanying requirements to the effect that in 
order to get the advantages of reduction the state banks must become 
members of the reserve system. This has resulted in a very large release 
of reserves without the establishment of any correlated element of 
strength on the part of the banks thus relieved of the older and more 
stringent requirements. 

In consequence of these conditions, and of others dependent upon 
them, it is now plain that a very large expansion of credit is under way. 
The banks, in other words, are engaged in financing an unprecedented 
export movement, and this process is being developed upon a basis of 
cash, plus the added gold supply obtained through importations, under 
the favoring conditions furnished by the lowering of reserve require- 
ments already referred to. While figures giving the precise details are 
not now available, it is generally admitted that large sums are incidentally 
being employed in providing means for the active stock speculation 
that has been in progress in New York and other cities. The element 
of conservatism and strength in the situation is supplied by the federal 
reserve system, which has not permitted its resources to become largely 
involved in the process of expansion, the total invested funds being, at 
the middle of November, only $78,000,000. This leaves the system in a 
position of strength should it be called upon to meet sudden or unexpected 
demands for aid. That such demands will make themselves positively 
felt in the event of the sudden termination of the European war, accom- 
panied by a corresponding cancellation of orders and a reduction in the 
activities of business as a consequence, is assured. An analysis of the 
business situation shows that, in many instances, corporations engaged 
in the manufacture of munitions have received orders likely to keep 
them busy for some time in the future, independent of the date of the 
return of peace. Nevertheless, the cessation of hostilities will admittedly 
have a powerful influence in curtailing exportations, and thus indirectly 
react upon domestic business in a great variety of ways. This fact is 
recognized by the most far-sighted members of the business and financial 
community, and gives to the present business of the United States a 
peculiarly temporary and transitory character, since it is so widely 
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admitted that the course of events must necessarily depend upon factors 
entirely outside of the control of those who are engaged in active opera- 
tions. One effect of this recognition is to limit very materially the 
amount of new investments in fixed capital, except where such invest- 
ments are particularly required (and paid for) as a feature of contracts 
for emergency war orders received from abroad. For this reason the 
prosperity now to be observed is noticeably less in those lines of trade 
which are more directly dependent upon activities in investments of 
fixed capital. 


A NEW ERA IN NATIONAL FINANCE 


National fiscal conditions have now reached a point which empha- 
sizes the fact that the United States, with the new year 1916, will enter 
upon a fresh era in the development of its policy of public finance. The 
“free balance” in the Treasury, upon the new basis of statement put 
into effect in October to November, 1915, amounts, indeed, to more than 
$100,000,000; but while computations may differ somewhat as to detail, 
it is clear that the old system of stating the situation would show very 
little in the way of balance. Whether the amount so stated under the 
old plan would be a few millions more or less is a matter of minor 
importance, since clearly the free balance, as thus computed, would be 
exhausted on or before January 1, 1916. At the same time, the an- 
nouncement of the national administration that it intends, subject 
to the approval of Congress, to embark on a policy of enlarged army 
and navy expenditures, computed by some to cost as much as $300,- 
000,000 annually, again emphasizes the deficiency between revenues 
and expenditures. It may be conservatively figured that, even if the 
present tariff on sugar and the present stamp taxes should be retained, 
the deficit for the fiscal year ending June 30, 1916, will be about $100,- 
000,000. It is entirely possible that the Treasury Department might 
go through the fiscal year without getting funds from any new source, 
since the amounts formerly carried under other heads, but now included 
in the “general fund,” are not likely to be drawn upon for other purposes, 
and so can be applied to the meeting of current necessities, while new 
appropriations for military and naval outlay are not likely to become a 
draft on the resources of the government before the beginning of the 
new fiscal year. Plainly, however, the situation is such as to call for a 
reorganization of taxation even without the new army and navy program. 
Two courses present themselves: the imposition of far-reaching new 
taxes, or a resort to an issue of bonds. Either course, now as always, 
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presents political difficulties and dangers, to say nothing of the economic 
problems involved in it. As a matter of fact, the resort to a bond issue 
could not be relied upon as the sole means of meeting the present situa- 
tion, inasmuch as the continuance of the sale of bonds to supply the 
annual needs of the army and navy program would necessitate taxation 
in order to assure investors of the ability on the part of the Treasury to 
meet increased charges. While there is at present a decided improve- 
ment in tariff receipts, there is little or no prospect that these receipts 
will soon amount to anything like their former figures, or be able to 
furnish more than a very moderate proportion of the funds now needed 
for the purposes already indicated. Opposition to a general advance 
in the tariff would, in fact, put such a course practically out of the ques- 
tion, even if it were to be sanctioned on other grounds. The nation is 
thus apparently being driven toward a thoroughgoing application of the 
income tax, which, thus far, has been little more than ornamental, last 
year’s yield having been but $40,000,000; an extension of the indirect 
taxes (stamps, etc.), included in the so-called War Revenue act of 1914; 
or a new development of the plan of direct taxation, as by the use of 
an inheritance tax. The facts in the case are thus practically pointing 
to a transition in federal finance from the past exclusive reliance on 
indirect taxation to a condition in which there will be very large reliance 
(perhaps increasing from time to time) upon direct taxation of incomes, 
inheritances, etc. This transition, moreover, is one that is likely to 
be permanent, inasmuch as even the restoration of the tariff to its old 
figures would not suffice to meet the cost of a large new military and 
naval program. Heavy direct taxes, accompanying military and naval 
preparation, are thus the indicated characteristics of the new period 
of federal finance. 
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BOOK REVIEWS AND NOTICES 


Essays in Social Justice. By Tuomas Nrxon Carver. Cam- 
bridge: Harvard University Press, 1915. 8vo, pp. 420. 
$2.00. 

Justice, says Professor Carver, is sympathy with a long look. To 
many a tender-hearted reader there would seem to be an utter ruthless- 
ness about this volume—in its doctrine that morality is power, that the 
duty of society is not to aid the weak but the strong; in its scorn of the 
feeble ‘democracy ” of politics and its faith in the democracy of competi- 
tive struggle and achievement, etc. And yet, if the tender-hearted reader 
is of the discriminating sort, he will not remain long of this opinion. The 
volume is strong with that finest of sympathies—the sympathy that, 
impatient of sham solutions and surface sentimentalities, unsparingly 
cuts away to the heart of the human situation. Let us be frank about 
it, says the writer: virtue is not what we happen to like; it is what we 
must like if, as a group, we are to survive. The whole moral problem 
is a problem of adaptation and adjustment. “Anything which facilitates 
in the adjustment of man to the universe is, for man, good.” It is beside 
the point indeed to ask whether the order of the universe is moral or 
not: “Whatever the order of the universe happens to be, that is the moral 
order.’”’ Whatever therefore inevitably tends to be, whatever in the 
long run can survive, is right. “Virtue and strength therefore are 
identical . . . . and strength is not to be defined according to some of 
our perverse notions, but according to the ability to make itself uni- 
versal.” 

There is something finely bracing about this unhesitant grounding of 
morals on nature. At a stroke, the two-world theory of morals, so dear 
to the heart of the supernaturalist, disappears; and the moral adventure 
of humanity becomes simply a voyage of discovery and of conquest in the 
natural world common to us all. We are prepared then to follow the 
writer in his search for the fundamentally determining condition of our 
natural life, and to accept without squeamishness his conclusion that the 
condition lies herein, that each man must, if he would live, in some 
manner covet his neighbor’s goods. Scarcity, in other words, is the out- 
standing and continuing fact of our life; and where there is scarcity, there 


is inevitable conflict. 
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Here we are, then, at the bed-rock of our moral life. Economic 
scarcity is the ultimate basis of all social conflict and therefore of all 
morality. The clear establishment of this point gives the book its 
peculiar value for the social ethicist. Social ethics has too often talked 
platitudes about economic matters, or has safeguarded its approach by a 
glorious ignorance. Professor Carver shows clearly that there can be 
no social ethics worthy of the name that does not base itself upon the 
economic problem as fundamental. 

Justice, then, is the adjustment of conflicting interests. But it is 
more than that. It is such an adjustment as makes for the strength of 
the group. This leads in due course to the further question: What 
forms of conflict weaken and what strengthen the group? In answer to 
this, the author enters upon the central task of his book, the analysis of 
competition into its socially beneficial and harmful forms. Competition 
may be of such a nature that the individual, in enriching himself, impov- 
erishes others. Such competition, from the point of view of group- 
survival, and therefore of morals, is bad and should be socially 
suppressed. Or competition may be of such a nature that the individual 
in enriching himself contributes to the wealth of others. Such compe- 
tition, inasmuch as it makes for group-survival, is good and should be 
encouraged. 

The author has no illusions upon the matter of “free competition.” 
There is no “invisible hand” harmonizing self-interests. Some self- 
interests do not and cannot harmonize; and in so far as in their conflict 
they weaken the social group they are to be rigorously suppressed. Here 
is the ground, of course, for social interference with the competitive 
process. “A nation must discriminate sharply between the economic 
and the uneconomic ways of acquiring wealth and must suppress abso- 
lutely all uneconomic ways.” The author draws from this a conclusion 
significant for the social ethicist: if the state suppressed all uneconomic 
ways of acquiring wealth, every individual, in acting in his own self- 
interest, would, as a matter of fact, be acting precisely in the interest 
of others. The harmonization of “‘egoism”’ and “altruism,” in short, 
depends upon the governmental elimination of harmful modes of compe- 
tition. Thus in a neat modernization of Adam Smith, the author con- 
cludes, “Under proper government interference and control [italics mine] 
men are led as by an invisible hand to promote the public interest while 
trying to promote their own.” 

The problem then is to discover the uneconomic forms of competition. 
Among the most prominent of these, according to the author, is political 
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competition. In a remarkably keen analysis, Professer Carver shows 
that industrial competition is really more accurate in its adjustment of 
merits than political competition, and that the tendency, as in thorough- 
going collectivism, to substitute the political method of rivalry for the 
industrial is one fraught with grave danger to social values. Democracy 
lies not primarily in voting by the mass. It lies rather in the achievement 
of two conditions: (1) that there be an open road to talent; (2) that 
“‘they who are in power and responsibility shall be made sensitive to the 
needs, the desires, and the interests of those over whom they exercise 
power and responsibility.” 

The achievement of these conditions again lies in the discovery and 
elimination of the uneconomic forms of competition. The writer dis- 
tinguishes between three forms of competition: competitive production; 
competitive bargaining; and competitive consumption. The first always 
works well; the second sometimes; the third never. ‘Competition is 
ethical when it is played for the sake of production: if it is played for the 
sake of consumption it is unethical.” The first the writer aptly calls 
the work-bench philosophy of life; the second, the pig-trough philosophy. 
Professor Carver finds the fundamental hope for society in the assump- 
tion of the right philosophy of life by competitors—the philosophy of 
the productive life. “Let the community become dominated by the 
work-bench philosophy .... then competition ... . loses its un- 
ethical and un-Christian character.” 

And yet, here again he is under no illusions. He has no thought that 
the world is to be moralized simply by the transformation of the char- 
acter of individuals. Certain forms of uneconomic acquisition of wealth 
must be rigorously suppressed by governmental power. These he finds 
in the main, to be three: wealth accruing through a rise in land values; 
inherited wealth; and wealth resulting from monopoly profits. The 
‘remedy for the first is the increased taxation of land values; for the 
second, a heavily graduated inheritance tax; and for the third, a control 
of monopoly prices. 

But a further factor making for uneconomic competition is the ill 
proportioned distribution of human talent. For the redistribution of 
human talent there is necessary, first, an increase in the supply of the 
higher or scarcer forms of talent. This is to be accomplished through 
(a) vocational education; (5) the cutting off of incomes which support 
capable men in idleness. There is necessary, secondly, a decrease in the 
supply of the lower or more abundant forms of labor. This is to be 
accomplished by the restriction of immigration; restriction of marriage 
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(elimination of defectives; requirement of minimum standard income); 
minimum wage law; standardization of dwellings. For the increase in 
material equipment, there is to be not only the increase of accessible land 
through the higher land tax, but an increase in the supply of capital 
through safety of investments, more flexible credit institutions, and a 
general encouragement of thrift and savings. 

The problem of poverty, according to the author, roots in the ill- 
proportioning of land, labor, and capital. Over-abundance of supply in 
any one labor field makes labor cheap. The only hope for the cure of 
poverty is such a redistribution of labor power as will make labor scarce 
and dear in all its fields. This, as indicated above, is to be accomplished, 
fundamentally, by adequate vocational training, not simply of the more 
elementary kind which makes skilled handicraftsmen, but of the kind 
which develops talents for the highest types of managerial or creative 
occupation. The significance of the author’s treatment of the ills of 
maladjustment lies in his frank departure from the hedonistic particu- 
larism of the traditional economics and his adoption of a philosophy which 
finds its values in group survival. 

Such in broad outline is the argument of the book. Such an outline, 
however, does but scant justice to the vigor of the reasoning or the fine 
keenness of the discriminations. For the social philosopher, the book 
must prove to be of high value inasmuch as it presents a penetrating 
economic analysis which is at the same time a human evaluation. And 
yet the social philosopher will doubtless find aspects of the book that 
are not wholly to his liking. Penetrating, for example, as is the analysis 
of the “‘undemocracy” of mass voting, there is lacking in the author’s 
whole treatment of politics a sufficient appreciation of the human values 
involved in the processes and development of the state. The arguments 
that prove collective action and ownership of dubious worth in a present 
form of political life would doubtless fall before a more adequate con- 
ception of state organization. Again, there is little recognition through- 
out the book of the new values that emerge and the new economies that 
are won through certain forms of “pooling” individual recourses— 
public schools, parks, streets, social insurance, etc. Nor is there any 
adequate recognition of the principle that while distribution should be 
in terms of merit, such distribution should rest upon the basis of a more 
fundamental allotment of social wealth in terms of needs, as, for example, 
in the case of education, where needs cannot be fulfilled through indi- 
vidual effort or resource. Nor, again, is there a sufficiently clear grasp 
of the psychology of group ownership—the development of a new type of 
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consciousness that increasingly finds its joys and its loyalties in the 
common life. 

One hesitates, however, to express such criticisms as these, for the 
book is of such stimulating value to the social philosopher, its whole 
plan of constructive democracy is so sane, and far-reaching that one’s 
impulse is to give voice to unqualified admiration. And yet one makes 
the criticisms perhaps in the wish that Professor Carver might be even 
more valuable than he is to social philosophy. 

Harry ALLEN OVERSTREET 


COLLEGE OF THE CiTy oF New YorK 


Railroad Accounting. By Witi1amM E. Hooper. New York: 

Appleton, 1915. 8vo, pp. xi+461. $2.00. 

The author of this work is an associate editor of the Railway Age 
Gazette. Apparently he has had a fairly wide general experience with 
railroads, including at least some direct contact with the accounting, 
statistical, and financial organization of two or three companies. He 
has used railway statistics extensively for editorial purposes, and so 
has learned how to present technical matters in a non-technical way. 
The book, therefore, is interesting and suggestive, and is well worth 
reading by anyone caring for railway economics and finance. 

The book contains fifteen chapters, a short table of contents, and an 
index. The first two chapters outline the information that accounts 
should furnish and present the general principles of debits and credits. 
Chaps. iii-ix make a broad survey of the accounting classifications 
prescribed by the Interstate Commerce Commission for interstate roads. 
A chapter is devoted to the distinction between operating expenses and 
capital charges, and it presents the Commission’s classification of invest- 
ment in road and equipment. There is a separate chapter for each 
general division of operating expenses, giving in each case the official 
classification, and a single chapter is devoted to the income, profit and 
loss, and balance sheet statements, again presenting the Commission’s 
classifications. Chaps. x-xiii describe the accounting department 
organization, the auditing of the passenger and freight revenues, 
and the auditing of disbursements. Chap. xiv outlines the work of 
the treasurer’s office, and the final chapter discusses the allocation 
of revenues and expenses as between the freight and passenger 
service. 
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The book naturally is based on the system of accounts prescribed 
by the Interstate Commerce Commission. In general the author seems 
to consider that the Commission’s regulations have had the effect of 
raising accounting standards among railroads and in the main have 
followed sound principles. Still he makes a goodly number of more or 
less serious criticisms and more especially considers that the accounts 
have been drawn up from the wrong point of view. The demands for 
information made on the accounts of a railroad come from three sources: 
(1) the management, (2) the stockholders or directors, (3) the public 
as represented by the commissions and courts. The author holds that 
the accounts should be drawn up primarily in reference to the needs of 
the management, whereas the prescribed system has in view more 
particularly the information needed in connection with the work of rate 
regulation. While perhaps most of the minor criticisms are justified, 
the validity of this general criticism may well be called in question. It 
is exceedingly doubtful whether any advantage to the management was 
directly or consciously sacrificed for the sake of any particular expected 
gain to regulation. Undoubtedly, as the author suggests, much finer 
and more satisfactory division and allocation of costs might have been 
obtained in many cases through different grouping of charges. But in 
this there probably would have been as much public gain as advantage 
to the management. Definite information to the latter, of course, means 
also definite information for the use of regulating bodies. 

After all, however, we must remember that the prescribed accounts 
are for the most part general in nature. Even the individual property, 
and the revenue and expense accounts, are merely specified subdivisions 
of particular general accounts. They are defined only in scope; how 
they shall actually be kept is left to the companies. The Commission 
does not provide for the various necessary primary or subsidiary records 
and does not interfere with the accounting organization. The companies 
are practically not limited as to the facts that they may compile for their 
use in management or for the information of stockholders. It is true 
that they are forbidden by law to keep any other accounts than those 
prescribed by the Commission, but in practice this provision must be 
liberally construed. It applies to the accounts that are specifically 
prescribed, but presumably not to any supplementary, subsidiary, or 
primary records. The Commission undoubtedly has the power to out- 
line in the minutest detail the various accounting procedure, but until 
it does so the companies are practically free to keep such records as 
they please in addition to the prescribed classification. 
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The author’s point of view in discussing the official classification is 
principally that of the investor. He considers the different kinds of 
operating units, the significance of various cost ratios, the comparability 
of the ratios of different roads, also of the ratios of the same road for 
different years. These points are enlivened by successful use of much 
concrete material. His suggestions as to what the accounts tell and what 
they do not are in the main very good. The most interesting part of the 
book, however, is the chapters outlining the accounting, auditing, 
and financial organization. The chapter describing the work of the 
treasurer’s office, particularly the passage that takes the reader on the 
trip of a pay car, deserves the light of day in the Saturday Evening Post 
instead of burial in a tome on accounting. 

Several adverse criticisms should be made. (1) Much of the material 
might better be placed in an appendix than be given place in the main 
body of the book. This is certainly true of the text of the Interstate 
Commerce Commission’s classifications, also of many of the special 
forms introduced for illustrative purposes. The bulk of the book is 
large, but the author’s own analyses and discussions do not cover over 
200 pages. (2) While the book centers around the system of accounts 
prescribed by the Commission, it discusses very little and does not seem 
to grasp the underlying philosophy of the classification. (3) Since there 
is practically no discussion of the Commission’s accounting principles, 
one cannot help wondering just what is the purpose of chap. ii, dealing 
with the general principles of debits and credits. If the reader does 
not know bookkeeping, the chapter will not help him, and if he does 
know, it will do him no good. The chapter is short, but it bristles with 
temptations to the reviewer. 

The book gives the impression that the author is trying desperately to 
be fair to the Interstate Commerce Commission, but that he is tempera- 
mentally opposed to regulation. Perhaps this attitude is shown by his 
view on capital expenditures. In general, he holds with the Commission 
that property accounts should be kept on the basis of costs, but (p. 41) 
seems to consider the Commission unreasonable for not allowing the 
inclusion of the par value of stock issued as bonus with bonds—for “this 
stock is really a part of the cost of building the road.” Along the same 
line, he believes that property should be written off at original cost at 
the time of retirement, but disapproves of the Commission’s consistent 
enforcement of this principle in the case of retirements representing 
“cost of progress” (pp. 46-49). He favors depreciation charges to 
provide for the replacement of property, but (p. 52) does not like the 











BOOK REVIEWS AND NOTICES 1009 





Commission’s requirements because the charges are in the nature of a 
guess at the life of equipment, and it is not the province of an accountant 
toguess. Apparently the principles are right, but the requiring is wrong. 


JoHN BAUER 
CoRNELL UNIVERSITY 


Cyclopedia of American Government. Edited by A. C. McLaucu- 
LIN and A. B. Hart. New York: Appleton, 1914. 3 vols. 
4to, pp. xxxiii+732; v+733; v+785. Maps1og. Charts ro. 
$22 net. 

Since Labor’s Cyclopedia of Political Science, Political Economy, and 
United States History has ceased to serve a useful purpose, it is clear 
that a definite need has existed for many years which the present work 
is intended to supply. In one respect the new cyclopedia is clearly 
superior in that its articles are not adaptations from other dictionaries, 
but have all been freshly prepared and usually brought down to date. 
The great amount of original and editorial work has been unmistakable 
and must be duly acknowledged by the busy student who goes to its 
pages. Whether the task has been as thoroughly performed as its 
ambitious plan demands may be open to question. 

The main part of the three large volumes is, of course, given to the 
political and historical aspects of our government, and, so far as the 
reviewer is competent to judge, these articles are useful and meritorious. 
The reviews of decisions are particularly good; so is the treatment of 
international law and neutrality. In an economic journal, however, 
attention may be confined to the economic articles which form possibly 
one-third of the work, and appear under the heads of ‘‘ Economic Theory,” 
“Public Finance,” “Industrial Welfare,” “Regulation of Commerce and 
Transportation,” “Social Welfare,” and “Regulation of Labor and 
Occupations.” The labor articles seem to have been largely done by 
Professor John R. Commons, while those on Taxation and Finance, 
and many economic articles in general seem to have been supplied by 
Professor Davis R. Dewey, although more than thirty economists have 
written special articles. 

In passing judgment upon the economic articles in this cyclopedia, 
one may commend those on “Debts,” “Economic Distribution,” 
“Immigration,” “Interstate Commerce,” “Population of the United 
States,” ‘Crowd Psychology,” “Public Lands,” “ Railways,” “Restraint 
of Trade,” ‘Theory of Rent,” ‘“Sectionalism in the United States,” 
“Socialism,” and “Taxation.” 
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In many of the others there is a sort of wooden dulness which makes 
poor reading. More than that, inaccuracies, which are particularly 
objectionable in a book of reference, are unfortunately too numerous. 
Indeed these are such as seriously to mar the value of the work. To be 
specific, one might list some of the defects as follows: 

I, 107, in the shortcomings of our currency system, inelastic credit, 
our principle lack, was not mentioned; I, 108, 112, the monetary function 
of deposits is not noticed; I, 109, the origin of the agitation for guaranty 
of deposits should not be ascribed to the panic of 1907, but rather to the 
failure of some state savings banks and to the personal agitation of Mr. 
Bryan; I, 110, in regard to the First United States Bank, no word is 
given to the fundamental thing in banking, the quality of the assets; 
I, r1r0, the Second United States Bank and the Suffolk Bank system had 
the same main objective, but no mention is made of this important 
comparison, while the article is bald and lacking in point; I, 111, the 
“sale of a credit” seems to involve loose ideas of credit; I, 112, in Europe, 
bills, not “‘notes,” are the common forms of credit; New York would 
not be a great call-loan market if it did not also have the great market for 
securities on its stock exchange, even though it carried balances for 
other banks; I, 116, in the act of 1875 no mention is made of the estab- 
lishment of free banking, nor any mention of the important effect of 
the act on the contraction of the circulation; I, 117, the real point 
regarding double profit in its relation to lessening the lending power of 
the banks is omitted; I, 118, the New York Bank act is dated 1837, 
instead of April 18, 1838; and the Louisiana system is dated 1846 instead 
of 1842; while the account of the state banking system before 1861 is 
wooden; I, 119, under “ Examinations,” and under “Clearing-Houses”’ 
(294), no mention is made of the important development of examina- 
tions of members by clearing-houses; private banks are spoken of as 
engaged in “fiscal operations”; I, 225, the curious statement is made 
that, according to classical economists, the “amount of capital is deter- 
mined by its cost of production”; I, 310, it is erroneously stated that the 
silver dollar was restored to coinage in 1875 (cf. III, 309); I, 373, much 
is said of the Confederate States (cf. 377), but there is no word on their 
monetary experiments; I, 485, there is the incomprehensible phrase 
“money cost” of staple goods; I, 519, the error is made of saying the 
ability of the United States to sell 2 per cent bonds at par was due to its 
good credit, when it was due solely to their currency privilege as security 
for national bank notes (cf. 546); I, 527, the Aldrich-Vreeland act of 
1908 is confused with the so-called “Aldrich plan” of 1911; I, 528, the 
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origin of the independent treasury system is wrongly ascribed to the 
suspension of specie payments rather than to the losses of government 
funds in the “pet banks”; I, 536, we are astonished to know that in 
1910 “a few” currency associations were formed in New York City! 
(but cf. II, 492); I, 585, under “Public Deposits” there is no mention 
of the distinction which was made between customs and internal revenue; 
I, 588, it is assumed that the law of diminishing returns has been proved 
to operate elsewhere than in agriculture; I, 606, the whole point about 
the “dollar of our daddies’’ was that the silver dollar was mentioned in 
the act of 1792 as “‘the unit”; I, 628, one had supposed that Adam Smith 
had opposed “the physiocratic view,” rather than held it; II, 8, the 
points made by A. P. Andrew are given, but no mention of the text is 
given, as usual, in the bibliography (cf. Plehn, pp. 47-48, on franchise 
tax); II, 53, there is a clumsy definition of free trade; II, 285, it is hard 
to see why Carver should speak of capital as past labor, when his con- 
text shows the need of all three factors to produce tools; II, 451, it is 
equally difficult to understand on what authority the statement is made 
that the coinage of silver dollars was discontinued in 1905; II, 474, the 
multiple standard is spoken of as if it could be used instead of gold, when 
in fact it could not work without a coexisting metallic standard; II, 604, 
the Pan-American Scientific Congress of 1908-9 is not mentioned in the 
list; Il, 674, the “pet banks” are said to have furnished security for 
government deposits, but no explanation is given of the consequent 
losses of deposits (cf. Sumner, History of Banking in All Nations, I, 219, 
279); ILI, 48, the article on the “Economic Theory of Price’ discusses 
only value and says nothing about price; III, 209, the suspension of 
specie payments in 1861 is erroneously placed “early in” December; 
III, 217, we are left in the dark as to what “this solution” of Secretary 
Fairchild’s was; III, 371, it can hardly be said with truth that the 
banks came back to solid ground in 1817; III, 372, national bank notes 
are erroneously said to have had a beginning in 1862; III, 495, no 
information as to Germany, Australia, etc., is given in the article on the 
“Land Tax”; III, 565, the amount of Treasury notes of 1890 issued is 
given as $153,000,000, when the accurate figure was $155,931,001 (cf. 
Financial Report, 1914, p. 31); III, 575, under “Trust Companies”’ no 
hint is given of their development as rivals of national banks in com- 
mercial banking; III, 600, Professor Moulton was never the head of 
the Extension Division of the University of Chicago, and the sentence is 
so framed as to indicate that he (rather that President Harper) died in 
1906; III, 606, the article on “ Value”’ is already obsolete in not showing 
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any indication of the swing away from the theory of marginal utility; 
III, 636, the statement on marginal productivity, and the wages fund is 
poor. 

In addition to these points noticed in a casual examination, mention 
should be made of a few typographical errors: I, 125 (“Berlin Decree’’) 
‘*‘restored” for “‘resorted’”’; I, 131, (“Bimetallism’’) “monometallists”’ 
should read “‘bimetallists”; I, 313, Leroy-Beauieu should have an /; 
I, 482, Davenport should have “H. J.”; I, 651, “whose” should be 
“‘where’’; II, 85, “service” should be “reserve”; II, 303, Breckinridge 
should have “S. P.” not “S. R.”; III, 169 “Redemption of specie 
payments”’ should be “resumption,” etc.; III, 559 “F. Adams” should 
be “C. F. Adams,” and B. H. Meyer appears without the title of the 
book (1903). Perhaps some of these errors may seem trivial; but they 
are unpardonable in a cyclopedia whose very right to existence lies in its 


accuracy. 
L. 


Societal Evolution. By A. G. KELLER. New York: Macmillan, 
1915. 8vo, pp. xi+338. $1.50. 

To displace Spencer and to accept Darwin as the founder of method 

in sociology is a major motive of this volume. The author laments the 


fact that the concept of evolution has not affected the method of the 
social sciences as thoroughly as it has transformed the physical sciences. 
Social science, working with Spencerian formulas, has not been empirical 
and genetic. Dr. Keller quotes approvingly Huxley’s joke about 
Spencer’s idea of a tragedy being the destruction of a grand hypothesis 
by a refractory fact. 

Darwin himself was not within his proper field in those chapters in the 
Descent of Man dealing with mental and racial development. Succeed- 
ing writers failed adequately to apply the categories of variation, selec- 
tion, transmission, and adaptation to social phenomena, since they 
assumed that societal evolution is analogous with natural evolution. 
The author proposes to go beyond reasoning from analogy. He says: 

I find a something in the social field which is variation whether or not 
it may be /ike what is called variation in the organic field: similarly social 
selection is selection and not merely /ike it. In the social field, also, there is 
a means of transmission having the essential attributes of heredity in nature; 
and adaptation occurs in one range of phenomena as in the other. These 
factors have their societal mode as they occur in the life of society, just as 
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they have their organic mode when they appear in the life of organisms 
[pp. 15-16]. 

Beginning with a résumé of the distinguishing traits of the human 
type of evolution, the book offers evidence on societal selection, “auto- 
matic”’ and “‘rational,’”’ counterselection, transmission, and adaptation. 
The human type of evolution is mental and groupal: action is controlled 
by means of conventions, “folkways.” Societal variation reduces to 
the mental reactions of individuals (p. 51), which are selected or rejected 
by an omnipotent complex of group and class “mores.”’ Selection, at 
first automatic, becomes to some extent rational, guided by utility, 
method, and forethought (chap. iv). Yet irrationality is strongly fixed 
in the folkways of civilization. Rational selection is limited, on the 
whole, to the field of “‘maintenance-mores”’: in other words, rational 
change takes place primarily in the economic arts. Like Sumner, his 
teacher, Professor Keller insists upon the primitive, original, universal 
power of economic forces: these forces, reflected in the mores, take on 
moral and “ideal” clothing. This insistence leads to a good word for 
the determinism of Marx (pp. 163-64) and sundry shots at the “im- 
provers” and world “beautifiers’’ who ignore “human nature” and the 
reign of law in society. 

In discussing the societal meaning of transmission the writer depends 
upon the mechanism of imitation, seeking to show that no imitation or 
“acculturation” is possible unless the maintenance-mores admit of such 
transmission of ideas. Concluding chapters adduce instances of adapta- 
tion of groups to the surrounding milieu; a primitive isolated group is 
the Eskimo, a culture-type of adaptation is the frontier life. 

The reviewer’s impressions, which cannot be justified in detail 
because of limited space, summarize as follows: (1) The author does not 
give due credit to the work on Darwinian lines which (to some extent) 
runs through the literature in this field. To mention Americans only, 
Ward, Giddings, and Baldwin have used the empirical, evolutionary 
method. (2) The psychological processes underlying variation and 
transmission are not convincingly analyzed. Consequently the condi- 
tions producing the folkways and the logic of societal change are not 
advanced beyond a formal statement. Recent criticism of the concept 
of imitation shows that a psychological technic is fundamental. What 
has been done in social psychology would have been relevant to the 
writer’s discussion of imitation and rational invention: some reference 
to the findings of the psychology of religion might have given pause to 
the saying that “any sociologist knows that to talk of a ‘new religion’ is 
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simply playing with words; that there is no real religion that does not 
rest upon unreasoning fear of the unknown.’”’ American specialists in 
this field are not so sure about it. (3) While it is true that other writers 
have been influenced by the standpoint of Darwin, a more elaborate 
exposition of basic evolution-concepts applied to societary development 
is welcome and appropriate. Each epoch needs a return to the fine 
temper of Darwin. To call attention to the need and to accompany the 
call with a wealth of observation, anthropological data, and suggestive 
interpretation is a noteworthy achievement of Dr. Keller. 
E. L. TALBERT 
UNIVERSITY OF CINCINNATI 


The Social Problem. A Constructive Analysis. By C. A. ELLwoop. 
[The Citizens’ Library of Economics, Politics and Sociology.] 
New York: Macmillan, 1915. Pp. xii+255. $1.25. 

The progressive movement has come to be an object of serious study. 
Frequent attempts are being made to determine its meaning and pro- 
gram in an accurate manner. The present book aims to furnish a 
scientific basis for progressivism. For this purpose, first, the author 
presents a statement and analysis of the social problem, which is asserted 
to be “the problem of human living together’; secondly, he gives a 
popular statement of his well-known theory of social forces, devoting 
one chapter to a generalized statement of each of the principal factors 
in social life: tradition, physical and biologic elements, economic con- 
ditions, and spiritual or ideal elements. This is a desirable protest 
against one-sided theories, but unfortunately in presenting the spiritual 
element as “‘the absolutely decisive factor” in social life the author lays 
himself open to his own criticism; in some places, in fact, he seems even 
to adopt an ideological interpretation of history, as, for instance, in the 
explanation of the present war as the result of an erroneous philosophy, 
with an implicit criticism of those “who look for some more ultimate 
sources in biologic or economic necessities.” 

The chapter on economic conditions may be taken as fairly typical 
of the general method of treatment. After a short statement to the 
effect that economic conditions are important in social life but do not 
enchain the soul of man, the chapter is given over entirely to a presenta- 
tion of the evils of capitalism and the remedy for those evils. The eco- 
nomic analysis of the evils of capitalism is very inconclusive, as is perhaps 
necessary in a popular statement; for instance, a “just wage”’ is asserted, 
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without attempted proof or analysis, to be one which practically covers 
the product of labor (p. 156). “Speculative profits” are held to be 
unjustifiable. Business should therefore be regulated from beginning to 
end, so that it shall be conducted, not for profits, but for social service. 
But the meaning of social service is not made clear. Frequently the 
term seems to refer to a rather utopian state of mind of the wealthy 
which will lead them to surrender their luxuries or even a larger part of 
their incomes in accordance with their professed belief in the Christian 
doctrine of the stewardship of wealth. 

The purpose of the book is laudable. Our reforms have always been 
of a patchwork nature and frequently work at cross-purposes. A general 
social program is necessary if these reforms are to be correlated, and a 
social philosophy is a necessary preliminary to such a general program. 
This book contributes to a scientific basis for progressivism in its insist- 
ence on a consideration of all important social factors, but it leaves 
progressivism still in its popular stage. 

E. H. SUTHERLAND 

WILLIAM JEWELL COLLEGE 


Bankpolitik. By Dr. Fettx Somary. Tiibingen: J.C. B. Mohr, 

1915. 8vo, pp. xi+289. M. 6. 

Importance in connection with conditions of the European war is 
claimed for this volume on banking because the author has been intrusted 
by the German imperial government with a weighty banking mission in 
Belgium. The author acknowledges, however, that the work was well 
on its way before the outbreak of hostilities. It is intended for the use 
of bank officials, members of diplomatic corps, and students of economics 
rather than for the mass of employees in banking houses. 

The four parts of the book deal with (1) elementary conceptions, 
(2) the money market, (3) the investment market, (4) bank organization 
and control. Almost two-thirds of the space is devoted to the second 
part, and the larger portion of the remainder to the third. An attempt 
is made to diverge from the usual custom in books on this subject and 
to emphasize especially the influence of banking upon the economic life 
of a people. In dealing with the thirty-odd headings which comprise 
his analysis of the money market, the author treats the various phases 
of credit operations, the causes affecting the rate of discount and its 
movement over short and long periods, the relation of the different 
kinds of banks to each other, and the structure of the leading money 
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markets of the world. He is convinced that, as a result of the present 
European upheaval, London will lose her importance as a world financial 
center to the advantage of Hamburg and Antwerp. The twenty-five 
sections into which the part on the investment market is cast present an 
analysis of the different divisions of investments, the influences exerted 
by the money market and the investment market upon each other, and 
the function of the Bourse with the effects of its activities upon banks 
and upon the public. 

While the book deals largely with German conditions, the institutions 
and practices of other leading European countries and of the United 
States receive considerable attention, thus permitting a fairly free use 
of the comparative method of exposition. The book is by no means a 
mere manual. It is an excellent survey of the field chosen. 


Don C. BARRETT 
HAVERFORD COLLEGE 


A History of Travel in the United States. By SEYMoUR DUNBAR. 
Indianapolis: Bobbs, Merrill Co., 1915. 4 vols. 8vo, pp. li+ 
1529. $10 net. 

This is a sort of popular reproduction of Thwaites’s monumental 

Early Western Travels. In compiling it Mr. Dunbar has done a thing 


that was very well worth doing. 

In the four volumes we have brief excerpts from the best of Thwaites’s 
travelers besides many others from journals and diaries not heretofore 
published, or, if published, only in small pamphlets or at out-of-the-way 
places and hence not accessible to most of us. A good feature of the book 
is the frequent, if not invariable, citation of the source whence the 
narrative is taken. Nor is the bibliography of a “popular” character 
in the ordinary sense. It is an excellent brief list of works of travel 
which must be of assistance to those who use the book. 

I have not had opportunity to try out the quotations with the 
originals, but there is every reason to believe that the work is in this 
respect entirely satisfactory. And the good sense and judgment of the 
selections seem to be beyond complaint. Certainly a wide range of 
authors has been drawn upon. 

But quite as important as the text for showing the life of the frontier 
and the inconveniences of travel is the illustrative material, of which 
there is no end. Pictures of canoes, sleds, costumes, prairie schooners, 
scows, barges, bridges, ferry boats, foot-logs, lodging-houses, cabins of 
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settlers, show most abundantly all that could be imagined of the travel 
of a hundred years ago. These are followed by scores of illustrations of 
locomotives, railway cars, sleeping-cars, and all the other accompaniments 
of modern travel in evolution. Nothing seems to have escaped the 
editor. And students of the social and economic life of the United 


States will find these volumes quite valuable. 
Witram E. Dopp 
UNIVERSITY OF CHICAGO 





The Tin Plate Industry. By DONALD Eart DunBAR. Boston: Hough- 
ton Mifflin Co., 1915. 8vo, pp. 133. $1.00. 


This book constitutes one of the Hart, Schaffner & Marx prize essays. 

It deals mainly with a comparison between the tin plate industries of the 
United States and of Wales. The author has set down his material in a brief 
and very concise manner, omitting all irrelevant matter, and compressing the 
details in such a way as makes for a clear understanding and ready analysis 
of the subject. 

The work may logically be divided into two general parts. The first part 
discusses the growth of the industry in the two countries, and its development 
from the beginning, down to the present time. The second part is a disserta- 
tion on the labor problems which have arisen in connection with the industry, 
and the effects of monopoly upon it. 

After a somewhat technical explanation of the various processes of the 
manufacture of tin plate, in chap. i, the author devotes his second chapter 
to the growth of the industry since the year 1890. That date marks the begin- 
ning of the most rapid growth the industry has ever seen. It also marks the 
passage of the McKinley Tariff act. The effects of this “timely” tariff assist- 
ance are shown in the fact that previous to this date most of the tin plate used 
here was imported from Wales, but that since this time, and under the protec- 
tion thus afforded, the tin plate industry has grown in this country to such an 
extent that the entire domestic demand is satisfied by our own plants. Here 
the author introduces a set of tables forcibly illustrating how the factories in 
Wales suffered from the passage of this tariff measure. Welsh exports were 
diminished from 430,650 tons in 1889, to 271,320 in 1897. Naturally, many 
plants in Wales were forced to cease operation, and many of the laborers who 
had been employed there emigrated to this country. 

In the following chapter it is shown that improved methods of manu- 
facture have been in most instances first introduced by Americans. In the 
rolling process, for instance, our factories have installed larger machinery, 
while Wales still is using the same methods in rolling that she used in the latter 
part of the nineteenth century. Automatic machinery in the annealing and 
pickling process has marked the advance of the Americans over the Welsh 














1018 JOURNAL OF POLITICAL ECONOMY 


in the saving of labor and the increasing of the output. In the tinning depart- 
ment only have the Welsh taken the lead in the introduction of new machinery, 
but here the Americans have taken advantage of the Welsh innovation and 
have copied after their patterns. 

A series of tables shows us that the aggregate number of men employed 
in the two countries is practically the same, and that the larger production 
in America, made possible by the labor-saving machinery mentioned above, 
allows higher wages to be paid. The higher wages in this country, however, 
are not due to the beneficent attitude of the employers toward the laborers, 
for Mr. Dunbar shows conclusively that the rise in wages has not been at all 
in proportion to the increase in profits and output. There have been several 
attempts to organize the tin plate workers, both here and in Wales, but in 
neither country have these attempts been crowned with very marked success. 
’ The accomplishments of the Amalgamated Association in this country have 
been very slight and the author attributes this fact to the great technical 
progress in the industry and the extraordinary power of the trust leaders over 
the industry. The Association lost the sympathy of the public when it failed 
to live up to several of its agreements which were made with the directors of 
the corporation. 

The general results of combination in the tin plate industry have been 
threefold. First, the output has been controlled, while under competition 
there seemed to be no direct relation between the output and the possible 
future demand. Secondly, prices were enhanced. Large profits, which were 
reaped by the promoters of the industry, were hidden from the public eye 
by the over-capitalization of the company. Thirdly, the cost of production 
of tin plate has been reduced. This last effect has been the natural outcome 
of careful management and the large amount of available capital which has 
made possible the creation of larger and more economic plants. 


Economic Aspects of theWar. By Epwtn J.Crtapp. New Haven: Yale 

University Press, 1915. 12mo, pp. xiv+340. $1.50. 

Great Britain is here charged with “unprecedented interference with the 
course of neutral trade,” by preventing the exportation to Germany of goods 
declared non-contraband by the Declaration of London, and by prohibiting 
the importation of all German products into this country. The fate of copper 
and cotton, the cable censorship upon commercial transactions, and the coercion 
of neutrals into not selling to Germany are taken as evidence of international 
lawlessness. The author claims that rubber, wool, and tin from British 
dominions were withheld from American trade till Americans signed agreements 
not to manufacture those materials into commodities for Germany. The 
cutting off of potash and dye-stuffs not only injured American industry, but 
also violated the rights of a neutral nation. 
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The industries of the United States have been dislocated, men thrown 
out of work, and her actual output lessened, in spite of war orders. Indeed 
there is the danger that Germany may find, in the necessity of the situation, 
substitutes for the commodities formerly supplied by the United States. This 
is illustrated by the utilization of benzol for petrol and the manufacture of 
nitrates from the nitrogen of the air. And further it is claimed that “in this 
as in many other matters arising from the European War, it is a question of 
more than our right. If we continue to trade with England and allow our 
trade with Germany to be stifled, we violate an obligation of neutrality. We 
can, no more rightly refuse to buy from one belligerent and not from another 
than we can rightly refuse to sell to one beiligerent while continuing to sell to 
another.” 

Professor Clapp announces that it is the duty of this country to assert 
its rights and those of the whole neutral world by threatening England with 
an embargo on arms and ammunition, otherwise unjustifiable, in order to 
force the freedom of international trade as set forth in the Declaration of 
London. He insists that Germany, in any case, cannot be starved, and that 
England should not expect to derive from her control of the seas any more than 
the exclusive privilege of purchasing arms in neutral countries. ‘Germany is 
ready for acceptance; the pressure must be applied to England.” This point 
of view is set forth clearly; but it must be remembered that such matters, 
seen from a different angle and by a nation in the throes of war, take on a 
legality incomprehensible to others. Moreover it is extremely doubtful 
whether Britain would back down as readily as the author would have us 


suppose. 


Growth of American State Constitutions. By James Quayle DEALEY. 
Boston: Ginn & Co., 1915. 8vo, pp. viii+-308. $1.40. 

This volume is of particular interest to the student of American govern- 
ment, as it is the first work that has been devoted exclusively to a consideration 
of state constitutions and their proper place in the development of the American 
political system. 

Three main divisions are made of the work. The first part treats of the 
historical development of state constitutions; the second compares the principal 
provisions of the constitutions of the present day; and the last outlines the prob- 
able future trend as indicated by past changes and existing political tendencies. 

The historical discussion groups itself into five periods, corresponding to 
different sorts of development in the constitutional field. Discussion of these 
periods and of the characteristic changes brought about during each shows 
the gradual change from the old skeleton-like constitutions of Colonial time, 
when the three separate departments of government were known but not clearly 
recognized in the instruments, to the present fully-worked-out documents 
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which expressly stipulate three branches, and in minute detail provide for 
the separation of their powers. 

In treating present conditions the author carefully analyzes and compares 
the different constitutions, and draws conclusions as to the relative status of the 
great branches of government. The legislative is losing its former almost 
unlimited power to the executive and the judicial. The electorate is asserting 
its power, restricting not only the legislature, but the judiciary as well. The 
public has gained enormous power through the growth of constitutional con- 
ventions. 

Professor Dealey sees in state constitutions a “perfect mirror of American 
democracy.”’ His study is dominated by the thought that “state constitutions 
show the changing ideas of the times very clearly, and will later be considered 
as exponents of the conditions and demands of their times.” Acting on this 
belief, he decides upon the following as probable changes in the process of future 
development: shorter constitutions dealing less with matters subject to con- 
stant change and more with fundamentals alone; higher voting requirements; 
increased power for constitutional conventions; unicameral legislatures con- 
sisting of a few well-paid members; judges not elected by the populace, but 
subject to their recall; and revised and codified laws. 


The Japanese Problem in the United States. By H. A. Mituts. New 
York: Macmillan, 1915. 8vo, pp. xxi+334. $1.50. 

As a contribution to the literature on this troublesome subject, this volume 
is of value in bringing down to date the matter involved. Its publication 
is authorized by the Commission on Relations with Japan, appointed by the 
Federal Council of the Churches of Christ in America. The purpose of the com- 
mission in issuing the work is that it “may contribute to an understanding that 
shall bring the East and West into a spirit of sympathy and unity in the 
universal Kingdom of God and assist in placing our international relations upon 
a just, secure, and abiding moral foundation.” 

Professor Millis spent some time in the states where the problem has 
seemed most acute, especially in California. His work in the field consisted 
of minute personal investigation of the many factors to be considered, by 
means of inquiry among the Japanese themselves and among the native-born 
Americans near whom the Japanese have settled, and by securing data from 
immigration officials and Japanese consuls. 

The task involved chiefly bringing down to date the investigation made by 
Professor Millis for the Immigration Commission in 1909 in the Rocky Moun- 
tain and Pacific Coast states. For purposes of comparison of conditions at that 
time and now, free quotation is made of material of the former report. 

The entire subject is divided into two parts. One considers the treatment 
of the Japanese already in this country; the other deals with admission of 














BOOK REVIEWS AND NOTICES 1021 


immigrants. The conclusions drawn are that the individuals in the United 
States at present cannot constitute a menace, because of their small number; 
and so long as they already are here, the best means of helping both them and 
the sections in which they are located is to allow their naturalization. Further, 
discriminatory legislation should be repealed, and the Japanese should be 
placed on a parity with peoples of other nationalities. The author favors a 
plan of restriction of immigration whereby the citizens of all countries except 
Mexico, Canada, Cuba, and Newfoundland immigrating to the United States 
in a single year shall be limited to 5 per cent of the number of their countrymen 
already here who have taken out their “second papers.” 


The New American Government and Its Work. By James T. Younc. 
New York: Macmillan, 1915. 8vo, pp. 663. $2.25. 

The purpose of this volume is, according to the author, to meet the desires 
“of students and readers who want to know not only what the government 
is, but what it is doing—its plans and results.” It is therefore quite a depar- 
ture from the older texts on government, which dealt almost exclusively with 
organization. At least as much space is devoted to actual achievements as to 
the means of handling the work; and throughout the book the idea is ever 
present that because of the spirit of today it is the end, not the means, that is 
claiming the country’s political interest. 

To bring out this present tendency to demand results, the author finds it 
desirable to spend a considerable amount of space on government regulation 
of business, because of the enormous importance this phase of government 
activity has attained in both state and national affairs. Social legislation and 
its importance in government are also discussed. An effort is likewise made 
to clarify the judicial decisions that have been of such influence in interpreting 
governmental powers. 

There is no attempt to warp conditions to fit theories in the treatment of 
the growing powers of the executive and the relations of state and nation. 
The author conceives the government as a great servant of the people, doing 
the will of the country—not as a necessary evil whose power must be con- 
stantly curbed if the people’s rights are to be preserved. Also, the increasing 
power of the executive is treated as an essential feature of present-day develop- 
ment, leading toward greater efficiency in government, rather than as a regret- 
table departure from the theory of minute division power and of mutual 
checks by one branch of government upon another. 


Readings in Political Philosophy. By Francis W. CoKER. New York: 
Macmillan, 1914. 8vo, pp. xv+573.- 
Professor Coker has in this collection of readings from political philosophers 
compiled a source-book of considerable value. It provides original texts and 
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authentic translations not accessible to many readers. The selections include 
substantial parts of a few prominent works, which are large enough to present 
the most important ideas of the various writers and, at the same time, are 
numerous enough to be representative of the foremost political thinkers down 
to the end of the eighteenth century. 

In Aristotle and Plato we have the foundations of political philosophy, 
the immortal conceptions conditioned by the Greek state. The mediaeval 
opposition of temporal rulers to the domination of the papal throne is voiced 
by Dante and Marsiglio. Machiavelli introduces the modern method and 
point of view, the separation of political questions from religion and meta- 
physics. Hooker, Grotius, Hobbes, Locke, and Rousseau are the great com- 
pany of thinkers who carried the influential concept of the social contract 
through a long and varied career. The book closes with a selection from 
Bentham’s Fragment on Government where the social contract theory is criti- 
cized from a utilitarian standpoint. 

There is a brief introduction to each selection which serves to orient the 
material historically and suggest the chief characteristics of each writer. It is 
suggested in the Introduction that the reading of these selections should be 
accompanied by a general history of political philosophy. 


Le Socialisme et Evolution de V Angleterre contemporaine (1880-1911). 
By Epovarp Guyot. Paris: Librairie Felix Alcan, 1913. 8vo, 


pp. xviii-+543. Fr. 7. 

This interpretation of English socialism is based upon the economic and 
political history of England during the last three decades. The growing 
tendency toward collectivism is explained as being the direct result of economic 
and social phenomena, rather than as representing any conscious acceptance, 
on the part of the English people, of socialistic doctrine. Thus it is that Eng- 
land, by nature one of the most conservative of European countries, is never- 
theless among the foremost in adopting the substance of socialism in her 
current legislation. 

The book is quite comprehensive, the subject being treated both histori- 
cally and critically. Trade unionism, the agrarian problem, and contemporary 
English Liberalism are among the topics to which most attention has been 
given. The closing chapters are devoted to an analysis of the work and doc- 
trines of William Morris, Bernard Shaw, and H. G. Wells. According to the 
author these three men, in the order named, represent the idealistic, the critical, 
and the constructive tendencies of English socialism, and in the working out 
of those tendencies lies the future of the English socialistic movement. On 
the whole, M. Guyot’s contribution bears the marks of wide reading and careful 
analysis, and should prove a useful addition to socialistic literature. 





BOOK REVIEWS AND NOTICES 1023 


An Introduction to the Study of Government. By Luctus Hupson Ho tt. 

New York: Macmillan, 1915. 8vo, pp. x+388. $2.00. 

In writing this book the author’s purpose was “to place before students 
a concise statement of the nature, organization, and operation of government 
as government exists in the foremost states of the modern world.” The task 
has been well done, and the work should meet with the approval of those 
desiring an introductory textbook dealing with the forms and functions of 
modern government. The field treated is wide enough to admit of the use 
of the comparative method; while at the same time a judicious balance of 
emphasis between fact and theory is maintained. The practical value of the 
book is much enhanced by the insertion, at the close of the different chapters, 
of illustrative source material and statistics relating in each case to the subject 
previously discussed. 

Professor Holt’s work combines conciseness, thoroughness, and practi- 
cality, and its use should not be confined to the classroom. Such a book 
should find a place in our public libraries, where it would prove of especial 
value to readers who wish to acquaint themselves with the principles of govern- 
ment without attempting to master the technicalities of the more advanced 
works on political science. 


Child Labour in the United Kingdom. By FrREDERIC KEELING. London: 
P. S. King & Son, 1914. Royal 8vo, pp. xxxii+326. 7s. 6d. 

This volume, prepared for the British Section of the International Associa- 
tion of Labor Legislation, deals primarily with the condition of children 
employed in trades other than those covered by the Factory and Mines acts. 
Realizing the relatively greater difficulty of regulating child labor not treated 
in such acts, the author has approached his subject with a view to studying 
the practical problems of administration. While space is given to the historical 
development of child-labor legislation, the main scope of the investigation on 
which the work is based covered the enforcement of existing laws. A great 
mass of material has been collected, especially from those intrusted with carry- 
ing out the provisions of the law. This matter, together with a systematic 
collection of ail existing laws in the United Kingdom relating to the employ- 
ment of children in trades outside factories, workshops, and mines, makes the 
book a valuable addition to literature treating child-employment. The section 
showing that “‘in areas containing something like a quarter of the population, 
the various laws might as well not exist,’”’ should be of especial benefit in arous- 
ing popular interest in the subject and bringing about needed reforms. 


The Police Control of the Slave in South Carolina. By H. M. HEnry. 
Emory, Va.: Published by the author, 1914. 8vo, pp. x+216. 
The presence of a great body of enslaved blacks with barbaric traits 

rendered special laws for their control absolutely essential in the southern states. 
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Even the non-slaveholders supported slavery because of the necessity they felt 
for rigid measures to keep the inferior race in restraint. And yet it has been 
said, and probably with truth, that the slaves were controlled by men rather 
than by laws; that is, the laws were in their origin and in their observance 
largely matters of expediency, dependent for enforcement on conditions and 
people, both masters and slaves. Professor Henry has in this monograph made 
a detailed study of the various measures both legal and extra-legal employed 
in South Carolina to secure this control. Some of the most interesting chap- 
ters are those which deal with the patrol system, the restrictions placed on 
assemblage, on abolition, and on incendiary literature, and the punishment of 
slaves and of those who tampered with the institution of slavery. Besides 
making a considerable contribution to our knowledge of historical facts, the 
author has given a special value to the study by his analysis of the attitude 
of the people generally toward the negro. 


A Text-Book on National Economy. By A. G. CLARKE. London: P. S. 
King & Son, 1915. 8vo, pp. viit105. 35. 6d. 

Arguing for the need of supplementing economic science with constructive 
activity on the part of students, the author has here given, in broad generali- 
zations, “the main truths” of national economy, in a form suitable for text- 
book purposes. The field is varied, covering such topics as national service, 
the creation of wealth, distribution, education, law and government, health, 
and statistics. The treatment at times is insular, but loses none of its uni- 
versality thereby. The work is brief, pointed, and on the whole well written. 
It is not without weakness, however, as it lacks the amplification necessary for 
the introduction of such a broad study. The discussion of the separate topics 
is rather too meager, it would seem, for schoolroom work. 


Money and Currency. By JosEPH FRENCH JOHNSON. Revised ed. 
Boston: Ginn & Co., 1914. 8vo, pp. x+423. $1.75. 

The passage of the Federal Reserve act has been the occasion for a new 
edition of this standard work, to replace the former chapter “Is the Gold 
Standard Secure?” with a chapter on “‘The Reform of the Currency System 
in the United States,”’ which includes a discussion of both the Aldrich-Vreeland 
and the Federal Reserve acts. Several tables of valuable banking statistics 
have been added in the appendix and the index has been successfully revised. 
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Industrial Insurance 
in the United States 


By CHARLES RICHMOND HENDERSON 


HIS book, revised and enlarged for the English- 
speaking public, has already been published in a 
German series, The introduction contains « 
summary of the European laws on workingmen’s in- 
surance against accident, sickness, invalidism, and old 
age, with statistics to 1908, The text describes the 
various forms of social insurance known in the United 
States and Canada; local clubs and associations, fra- 














* large firms, corporations, and railways, One chapter 
is directed to labor legislation and another to employ- 
er’s liability laws, Illustrations of the movement are 
given in chapters om municipal pension plans for 
policemen, firemen, and teachers; also the military 
pensions of the federal] government and southern states, 
The appendix supplies bibliography, forms used by 
firms and corporations, text of bills, and laws on the 
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